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CELEBRATING 20 YEARS OF
TRACKING & RECOVERY

The 20-year history of LoJack Corporation, celebrated in
20086, is oneiof vision, entrepreneurship, teamwork and

perseverance. - ~

Two decades ago, Lolack brought its innovative Stolen
Vehicle Recovery System to market in Massachusetts. At
that time, the state was battling rising vehicle theft-rates
and held the title of “auto theit capital of the U.S. "xLojack
had the solution, but needed to convince area police that
its breakthrough device really worked. Through exhaustive
testing, Lo}a(::k proved with consistent success that its
System was Endeed the answer to the problem, and thus
provided police with a powerful new weapon in the fight
against vehicle theft. It turned skeptics into believers and
created an entirely new category of theft protection: stolen

vehicle recovery.

With Lo]ackl’s strong reception in ils first market, the
company was determined to take its solution to other
states where theft rates also were high. In 1989 the ‘Federal
Communications Commission granted permanent use of a

frequency for police to track and recover stolen vehicles.

Recognizing the huge opportunity in the international arena,
Lofack began a program of international expansmn in 1993
LoJack technology was offered via a licensee i in the United
Kingdom, which marked the beglnnlng of the company's

extensive globzﬂ expansion.

Today, Lojack has grown into a NASDAQ-listed, global
company V\:'ith revenues of $213 million, offering systems
that track a range of stolen mobile assets. The strong -
qualities that launched Lojack initially and helped to build
its brand over the years continue to fuel the company’s

success today.




CORPORATE OVERVIEW ‘

LoJack C_orporz:tion (NASDAQ: LOJN) is the global [eader
in tracking and recovering valuable mobile assets. The
company’s time-tested System is optimized for recovering
a range of stolen mobile assets, including cars, light

trucks, construction equipment, commercial vehicles and
motorcycles. Additionally, Lojack is expanding into newer,
emerging markets with innovative offerings in such areas as

cargo security. -

The company’s Stolen Vehicle Recc;very System delivers a
better than 90 percent success rate and has helped recover
more than 200,000 stolen LoJack-equipped vehicles
globally, with a combined value in excess of $4 billion.
Today, LoJack operates in 26 states and the District of
Columbia, and in 28 countries throughout Europe, Africa,
Latin Amt_erica and Asia. In 2004 Lojack expanded into
 the Canadian market through its acquisition of Boomerang
Tracking, the leading marketer of stolen vehicle recovery

technology in Canada.

Lojack offers the right technology and processes to deliver
the most effective solutions to the serious global problem of
mobile asset theft. Lojack’s core Systems are based on time-
tested radio frequency (RF} technology that is highly covert

and highly effective—even if the asset is in a steel container,

LOJAC
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garage, chop shop or hidden under dense foliage. Another
key differentiator is LoJack’s unique relationship with law .
enforcement agencies throughout the U.S., and in most

countries where the company operates.

The LoJack System was created specifically to operate
within the processes and procedures of law enforcement
to provide a highly efficient, turn-key method for System
activation and asset recovery. LoJack software and
databases are directly integrated with each state’s crime
computers in the U.S., which expedites activation and
tracking. The company’s Police Tracking Computers
{PTCs), which are installed in law enforcement vehicles,
helicopters and fixed-wing aircraft, enable a stolen asset to
communicate its whereabouts to authorities in real-time
via RF technology. This vehicle-to-vehicle communication
delivers unprecedented precision in “last mile” tracking and

optimizes stolen asset recovery.

LoJack’s powerful, end-to-end solution—combining proven,
proprietary technology and direct integration with law
enforcement—has enabled the company to deliver the
most effective and reliable solution available worldwide for

stolen vehicle recovery.

TO BE THE LEADING GLOBAL PROVIDER OF
SOLUTIONS FOR THE TRACKING AND
RECOVERY OF VALUABLE MOBILE ASSETS.




LETTER TO SHAREHOLDERS

We afe again pleased with the performance of our core’
businesses.in. 2006. We successfully navigated a challenging
domestic auto-market and delivered record unit volume
and also increased market penetration in each of our major
regions. We ended 2006 with our seventeenth consecutive
quarter of year-over-year revenue growth.

While our bottom line financial performance for 2006

was not quite as strong as the record levels set in 2005,

the difference was related to investments made in new
domestic markets, new products and new international
markets. These investments were made to ensure the
continued growth of the business in the future. We remain
convinced that the underlying fundamentals of our business
model remain strong. -

Financial Performance

In 2006, we continued to grow the core businesses, while
making significant investments in programs to provide
future growth. Revenue increased by 12% over the prior
year to $213.3 million from $190.7 million in 2005. Our
targeted selling initiatives, new motorcycle product and
solid international business performance drove the strong
growth in revenue and gross margins. We are pleased that
our efforts to drive gross margins back to historical levels,
despite the significant increases in bulk installation and sales
to national accounts, was successful as gross margins for the
year ended up at 53%, unchanged from the prior year.

Net income declined by 10% to $16.5 million or $0.86
per fully diluted share from $18.4 million or $0.96 per
fully dituted share in 2005. In addition to the investments
mentioned above, our performance in 2006 reflects several
one-time occurrences that did not adversely affect our
underlying business. We expect that our domestic and
international businesses, whicl are fundamentally strong,
will continue to grow as we develop new business models
and extend our reach in each of our core segments. We
firmly believe that the investments we made in 2006
position the company well for continued growth.

Investing for the Future

While continuing to develop our core businesses in both
the domestic and international markets in 2006, we also
invested in several strategic programs to ensure continued
growth. As a result, we successfully:

« Established full market distribution of our motorcycle
product within 18 months of introduction;

]
Pictured (L to R) Richard T. Riley, Chairman & CEO and
Ronald V. Waters, President & COO
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. Continuec; domestic expansion into two new markets,
Ohio and Tennessee, which brings us to five new markets
in the last two years;

* Initiated operations in Italy, which is the first company-
owned an"d operated international market outside of
North An*lierica;

* Worked with a local licensee to build the infrastructure in
China w:th the goal of making the product commercially
available i |n 2007; and,

* Entered the cargo security market through an investment
in SC-intt%grity.

Key Accbmplishments Driving Growth

Consolldated unit volume increased 23% over prior year
levels. This growth came from all segments of our core
businesses W|th double-digit unit growth in both domestic
and |nternatlonai markets.

Within the domestic segment, we set records for unit
volume and revenue in each of the automotive, commercial
and motorcycle businesses. In the automotive business, we
delivered unit growth of 19% in a challenging market. We
ended 200|6 with a penetration rate on new vehicle sales
in excess of 7%. In one of our major operating regions, we
delivered a double-digit penetration rate. Just four years
ago, our overall penetration rate was 4%. Our success in
2006 demonstrates what can be achieved in the future.
There is certainly much room for continued growth within
the automotive business. i

Our success in the automotive business is the result of
the contmued development of our dlstrlbutlon model in
response to the challenges facing our automotlve dealer
partners. (?ur bulk installation and national account
programs were key drivers of our success, but they
remain only two of several successful selling }models in

the automotive market driving our growth. Our certified




dealer installation program and efforts to target new dealers
continue to drive growth as well.

We made significant progress in bringing our historical cost
structure in line with the shifts in our domestic business
model. We successfully refined our sales and operations
model and expect to see continued benefits from this
effort in 2007. Additionally, we reduced the manufactured
cost of our product. We are encouraged by our progress
in these areas in 2006, and remain committed to further
improvements in 2007.

Our construction and motorcycle businesses grew to
represent approximately 9% of domestic revenue in 2006,
and they continue to display strong prospects for the future.
Since these businesses leverage our existing infrastructure,
they deliver very profitable revenue for us, generating
margin percentages well in excess of our consolidated
margin for 2006,

Our international business delivered strong growth in 2006
driven by our licensees throughout Latin America, Europe
and South Africa”Several of our licensees have adopted

a free-fitment model in conjunction with large insurance
companies to provide the Lojack Systems to consumers

for a minimal front-end charge. The licensees then benefit’
from a recurring revenue stream based on annual service
fees associated with the ongoing monitoring of the Systems.
These recurring fees carry very high margins and are major
contributors to hoth revenue and profit.

Additionally, we have established Lojack distribution in the
Rome and Milan areas of Italy, where the majority of vehicle
theft in the country occurs. We established a solid base

for the commercial introduction of our product. In China
the rights to the radio frequency on which our system will
operate have been secured and our licensee is building out
the network with expectations of commercially launching
the product this year.

The free-fitment model was also introduced by Boomerang
Tracking this past year. We have partnered with ING, the
largest property and casualty insurer in Canada, to provide
Boomerang technology to ING customers. We expect this
program to take hold and drive unit volume increases in
late 2007. Additionally, Boomerang introduced Espion, a
next-generation tracking technology based on their cellular
model, which has enabled them to more effectively partner
with insurance companies in Quebec. Boomerang also has
successiully penetrated the auto dealer market in Ontario
using the Lojack domestic business model,

As an effective and efficient means of entering the cargo
security market, we invested in SC-integrity, which provides
comprehensive solutions for cargo theft prevention,

investigation}tracking ant
the opportunity that the car
are confident in the growth pre

Strategies for Growth

We remain committed to our strategies for growth. In 2007
we will cont:nue to drive growth by:

* Efficiently broadening and deepening our penetration in
all domestic channels;
* Increasing international market penetration through
existing licensees and new markel expansion; and,

* Developing or acquiring new products in the tracking and
recovery space.

Continued Profitable Growth

LoJack will continue to focus on revenue and profit
growth in 2007 while we invest in strategic initiatives to
provide growth in the future. We will also build on the
improvements of 2006 by continuing to make our existing
resources even more productive and efficient.

On behalf of LoJack employees, our shareholders and our
Board of Directors, | would like to personally thank Joseph
Abely for his vision, drive and leadership for the last 18
years. Joe has been the foundation of LoJack’s leadership
since 1988, serving first as Chief Financial Officer, then as
President and Chief Operating Officer and finally, as Chief
Executive Officer and Chairman of-the Board. He guided
the development of our product line, led our domestic
and international expansion and developed a strong
organizational structure.

Additionally, | would like to welcome Ronald Waters to our
management team. Ron joined the company in February of
this year as President and Chief Operating Officer and a
member of the Board of Directors. His experience in consumer
product marketing and global market expansion coupled
with his in-depth understanding of operations and corporate
administration will certainly help us achieve our goals.

On behalf of the LojJack management team, | would like

to thank our employees, shareholders, distribution partners,
international licensees and our customers for their
continued support. We look forward to maximizing our
opportunities in 2007.

@/M/J. ‘

Richard T. Riley
Chairman and Chief Executive Officer

[




BUILDING ON MARKET LEADERSHIP

In 1986 Lo)ack created the
stolen vehicle recovery category.
The company has since earned
the reputation as the premier

ST TRACKING
& RECOVERY

worldwide provider of tracking
and recovery systems. We have
the right people, processes and technologies to make
our offerings the most effective solution for tracking and
recovering valuable mobile assets around the globe.

Several years ago, we developed a multi-year strategic
plan to drive continued growth. We have been executing
this plan and will continue to leverage our extensive 20
years of experience, unrivaled recovery solutions, direct
integration with law enforcement and powerful brand to
increase penetration in our domestic businesses, expand
our international reach and introduce new products in the
tracking and recovery space.

Increase Penetration in Domestic
Automotive Market

The automotive channel continues to display strong
growth opportuhities for us.

Automotive dealers have come to realize that LoJack
represents a solid value proposition for their consumers,
as well as, a compliant profit opportunity for them.

We will continue to develop our sales model focusing on
bulk installation and national accounts programs. These
programs, among others, have enabled us to significantly
increase our market penetration and strengthen our
relationships with automotive dealers. We will also
actively target

and convert those
dealers who are not
presently selling
Lojack. Lastly,
continue to develop

we will

our relationships
with the automotive

with hlstorlcal experience.

financing lenders with the goal of facilitating junit sales

, in the dealerships. In conjunction with theselinitiatives

we wnII contlnue to refine our related cost structure and
operatlng model to bring our gross margin back in line

i

Develop
Profitable Niche
Channels

The co;flstruction
and motorcycle
businesses are
significant drivers of
incremental profit as
they Ieverage existing infrastructure. Even modest growth
presents meamngful profit. In the constructlon market we
will build our business with the equipment manufacturers,
target new markets and develop under-penetrated
geographles For the motorcycle market we will refine our
sales and dlstrlbutlon network based on our experience

in the automotive channel. In addition, we expect to
introduce c;Jur powerful Early Warning technology to the
motorcyclé market in the coming year.

Develop Busmess with Licensees

The mternanonal market presents a growmg strategic
opportumty for us, More than 66 million VethIGS are sold
each year ¢ ona global basis. Moreover, the issue of vehicle
theftis a much more serious problem in many countries
around the world than it is the U.S.

For many international markets we will corﬁinue a
licensing strategy, which has resulted in our success

to date. Our focus is to help our licensees grow their
businesses. We will develop our volume varuable

pricing programs to ensure that our licensees remain
competltlve and gain market share. In addmun we will
lead the transfer of knowledge on the various distribution
models used around the globe and encourage regional
cooperaticim on marketing activities.

In China we will continue to work with our licensee to set
up the net:aded sales and operations infrastructure 1o make
LoJack commercially available.




While we develop our business with existing licensees, we
will also continue to evaluate potential licensee partners
for further market expansion. '

Own and Operate Select International Markets

In select markets, where we can apply our 20 years
of experience with government regulators, insurance
| companies, law enforcement and automobile dealers,
we will pursue the development of company-owned
-operations. In this model we will make the initial
investments required to launch the network and make the
product commercially available, in return for the short and
long term benefits generated by a business model which
provides a very profitable recurring revenue stream and
enhanced valuation for shareholders.

Our first step in

this new strategic
plan was the _
establishment of the
LoJack company-
owned operation

in Italy this past
year. As we focus

on expanding our operation in Italy, we will also evaluate
the development of a pan-European network that will
effectively increase LoJack penetration throughout Europe.

Expand Boomerang Presence in Canada

Boomerang continues to be a very strong brand in
Quebec and Ontario. We will continue to execute on our
strategic plan to reverse the historic trends of declining
" unit sales. In 2007, the management team will leverage
our relationships with insurers in Quebec to target the
previously untapped middle-market for vehicles and
expand penetration in the high-end vehicle market. In
Ontario, the automotive dealer channel will remain the
focus as successful programs from the U.S., such as the
bulk installation model and certified dealer installation
program, are used to increase market penetration.
Lastly, we will continue market expansion with a formal
consumer launch in British Columbia during the year.

Enter the Gargo Security Market

Cargo theft is reported
to be a $10 billion
problem in the U.S.
and as much as a $100
billion issue globally.
We are confident

that SC-integrity’s
comprehensive
security solution

and key customer relationships will accelerate our entry
into the cargo security market. In the short term, we will
support the marketing of their existing solution as LoJack

inTransit to supply chain customers in the manufacturing, -

retailing and transportation sectors. As we plan for the
future, we will work with SC-integrity to develop the next
generation product that fulfills the unmet needs of the
cargo security market.

Licensing our Brand Name

Twao years ago,

we entered into a
licensing agreement
with Absolute
Software enabling
them to market their
laptop recovery
solution as LoJack
for Laptops. This
relationship has proven fruitful as we have benefited

from increased brand awareness, as well as, value from
royalty revenues and appreciation in the fair value of stock
warrants received. We will continue to evaluate licensing
opportunities on a selective basis. These licensing
agreements enable us to extend and strengthen the
powerful LojJack brand.
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LOJACK’S BEST RECOVERIES OF 2006: From Cars and Cargo to Skid Steers and Suzukis

The year 2006 was filled with interesting recovery stortes that span both Lojack’s entire product line and the globe.; These stories
uncover some new trends, such as identity theft and selling stolen goods online, while also underscoring that organlzed theft rings
continue to be the key driver of all types of theft—from sedans and motorcycles to backhoes and cargo. |

35 Vehicles Stolen in Spain
Recovered in France

In this recovery, two suspects

stole several dozen cars from a car
rental company in Spain, drove the
vehicles to France and sold them to
unsuspecting buyers. Luckily the rental company equipped
its vehicles with LoJack technology. French law enforcement
personnel tracked and recovered all 35 of the vehicles
throughout the French territory.

Police Rescue Kidnapped Baby by
Tracking LoJack-Equipped Vehicle

In this recovery, the owner of a
Ford Mustang awoke from a nap to
discover that someone had broken
into her home, kidnapped her
baby and stolen her vehicle. A short time after the theft was
reported, a Chicago police patrof car and helicopter picked
up the signal and located the stolen vehicle. The baby was
found unharmed, the vehicle was returned undamaged and
the suspect was placed under arrest.

Stolen Skid Steer

This major organized theft ring—
which was discovered when Los
Angeles police and California
Highway Patrol tracked down a
Lojack-equipped Skid Steer—had
it all: the recovery of more than $750k in construction
equipment; stolen equipment that was being shipped to
Russia and Germany; and the use of identity theft to rent
and steal the equipment.

Police Uncover Information Age
Theft Trend by Tracking Stolen
Motorcycle

In this recovery, a LoJack-equipped
Suzuki led detectives in Los
Angeles to a motorcycle chop shop
where they recovered five additional sport bikes, a 1998
BMW, and scores of boxes containing motorcycle parts and
components — all ready to be sold online.

Ford Stolen in Argen!tina
Recovered in Brazil

A Ford Focus was recovered only
20 minutes after activation of the
LoJack System. The vehicle was
stolen in Argentina and recovered
500 miles away in Brazil. The owner did not e\jfen know his
vehicle was efquipped with Lojack.

Lojack inTransit Led Feds to Cargo
Theft Gang

SC-integrity’s Lojack inTransit
service gave federal Iaw
enforcement ofﬁcnals a big break
in a case involving an Ecuadorian

gang they suspected of stealing more than 30 trailer loads

of cargo over a six-month period. The thieves drove a stolen
trailer outside the “virtual perimeter and route geo-fence,”
alerting authonnes They tracked and recoverqd it with more
than $1.2 million of stolen cargo, resulting in the arrests of

|
four suspects.

Tracker Puts the Brakes on
World’s First Mobile Chop Shop

This recovery story involves what

is believed to be the world’s first
mobile chop shop. A Tracker
recovery team and police were
tracking a vehicle stolen south of Johannesburg, South Africa,
and soon discovered that the large truck driving in front of
them actuallylf contained the stolen vehicle, which was being
stripped for parts in the cargo hold by thieves.’

100+ Laptops Reco?ered for
School District

Over 100 stolen or rbissing laptops
have been recovered for one of
the nation’s largest independent

‘ school districts since; they instalied
Loack for Laptops on 15,000 computers. Laptops have been
recovered from Texas to New Jersey to Cahforma after having
been purchased by unsuspecting bargain-hunters at pawn shops,
flea markets, garage sales, parking lots and even a car wash.

i
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requires.

In as much as the calculation of shares of our voting stock held by non-affiliates requires a calculation of the
number of shares held by affiliates, such figure, as shown on the cover page hereof, represents our best good faith
estimate for purposes of this Annual Report on Form 10-K, All outstanding shares beneficially owned by our
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as disclosed herein, were considered for purposes of this disclosure to be held by affiliates.




PART1

ITEM 1—BUSINESS
OVERVIEW

LoJack is a leading global provider of technology products and services for the tracking and recovery of
valuable mobile assets. LoJack was organized as a Massachusetts corporation in 1978: Our unique integration
with law enforcement agencies, proprietary technology and wireless network provide an effective means for the
trackmg and recovery of stolen vehicles, motorcycles and construction equipment. LoJack products are sold in 26
states and the District of Columbia in the United States, and in 28 countries internationally. Our technology has
led to the recovery of more than 200,000 vehicles globally valued at more than $4 billion. In October 2004 we
acquired Boomerang Tracking Inc., or Boomerang, a dominant marketer and provider of stolen vehicle recovery
technology in Canada.

El

In June 2005, we entered into an agreement with Absolute Software, Inc., or Absolute Software, a
Varicouver, British Columbia company, to license our trademark for use with Absclute’s computer theft recovery
products which are marketed under the brand name “LoJack for Laptops.”

In October 2006 LoJack entered into a stock purchase agreement with SC- Integnty, Inc., or SCI, a Bothell,
Washington based company which provides comprehensive solutions for cargo theft prevention, investigation,
tracking and recovery. As part of the agreement we have granted SCI the right to license the LoJack trademark
for use with SCI’s recently branded cargo and tracking recovery product, called “LoJack inTransit”, and will
collaborate in some business activities and provide product development support. The investment in SCI is
accounted for using the equity method of accounting.

We have three separately managed and reported business segments: domestic, international, and
Boomerang,

THE LOJACK AND BOOMERANG SYSTEMS
The LojJack System'

The Lolack System is based on radio frequency, or RF, technology. In the United States, the LoJack System
is comprised of a Registration System, which we maintain and operate; a Sector Activation System, or SAS, and
Vehicle Tracking Units, collectively the Law Enforcement Components, each operated by law enforcement
officials; and a Lolack Unit. The LoJack System is designed to be integrated with existing law enforcement
computer systems and telecommunication systems and procedures. If a vehicle equipped with a LoJack Unit is
stolen, its owner reports the theft to the local police department. If the theft is reported in a jurisdiction where the
LolJack System is operational, a unigue radio signal is automatically transmitted to the LoJack Unit in the stolen
vehicle, activating its tracking signal. The Vehicle Tracking Unit, installed in police patrol cars and aircraft
throughout the coverage areas (for detail see Global Presence section below) is used to lead law enforcement
officers to the stolen vehicle using sophisticated direction-finding technology to locate the source of the tracking
signal emitted from the LoJack Unit in the stolen vehicle.

Under agreements with state and local governmental agencies, we furnish the Law Enforcement
Components to state, county and municipal law enforcement agencies at no or nominal cost to the agencies. The
installation, testing and maintenance of the Law Enforcement Components are primarily our responsibility. The
local law enforcement agency operates the Law Enforcement Components as required during the term of each
state, county or municipality’s agreement with us. The agreements with the applicable law enforcement agencies
generally are for initial terms of up to five years. To date, substantially all such agreements that would have
expired have been renewed or are in the process of renewal. Renewal or extension of any such agreement may be
subject to competitive bidding. We have no legal obligation to customers to provide ongoing systems support and
maintenance or to refund any of the purchase price if these agreements expire and are not renewed, or are
terminated either by us or by the local law enforcement agencies.

1




We believe that the benefits to consumers from the LoJack System include the following:
*  Better than a 90% recovery rate in the United States; |
«  Covert installation which decreases the chance of a system disablement;

+ . RF based technology that penetrates buildings and containers to facilitate tracking and recovery of
vehicles that are hidden from view; . T,

+ - Direct integration with law enforcement in the United States and in some foreign jurisdictions, which
results in (i) the automatic activation of the LoJack 'Unit upon a report of theft to police, and
(ii) tracking and recovery by police; and |
§ .

«  Insurance premium discounts are mandated or offered in some foreign markets and some states within
the United States. . - '

The Bobmerang System -

The Boomerang System is based on RF and cellular technology and uses its internally developed tracking
devices and the wireless networks of major regional telecommunications companies for locating and tracking
stolen assets. The cellular coverage area for Boomerang’s tracking of stolen assets includes most of North
America; however its service area is primarily in Canada. The Boomerang network consists of the Boory{erang
Tracking System that is installed in a purchaser’s vehicle, the cellular network, the Boomerang Security Center
and Boomerang Vehicle Tracking Units.' If a car equipped with a Boomerang Unit is stolen, the vehicle o»yn'ér:i_é
instructed to report the theft to the local police department and the Boomerang Security Center. When the
Boomerang Security Center is advised of a theft after a police report has been filed, it obtains the approximate
location of the Boomerang Unit via a secure connection with the cellular carrier and then transmits a unique coiig;
causing the Boomerang Unit to transmit a tracking signal. After the Boomerang Unit has begun to transmit a
tracking signal, a Boomerang Tracking Vehicle is dispatched to the approximate location of the B_oo_me‘rang Unit.
In the provinces of Ontario and British Columbia we use third parties to perform tracking. The Vehicle Tracking
Units use sophisticated direction-finding technology to locate the source of the tracking signal emitted by the
Boomerang Unit which, with the integration and/or assistance of local law enforcement personnl;l, leads to the
recovery of the stolen vehicle. Boomerang is in the process of transitioning from analog to digital cellular
service.

N +

THE LOJACK ADVANTAGE OVER GPS FOR STOLEN VEHICLE RECOVERY

Unlike systems ‘based on Global Positioning System, or GPS, including technology such as OnStar®, our
technologies can penetrate buildings and containers for the effective tracking and recovery of stolen mobile
assets hidden from view. We differ from such GPS products in that our products are covert without any visible
antennas or markings on the vehicle indicating presence of the system. Additionally, the direct integration of the
LoJack System with law enforcement in the United States results in the automatic activation of the LoJack Unit
upon'the vehicle owner’s report of the theft to police; no third party intennediaries are involved in the activation
or tracking process. ' o

PRODUCTS AND TECHNOLOGY
LoJack ' ' ;

The LoJack Unit is the component of the LoJack System that is installed in a purchaser’s vehicle. The
LoJack Unit consists of a very high frequency, or VHF, transponder with antenna, microprocessor and power
supply and contains a set of codes unique to the unit. The LoJack Unit’s transmitter is activated upon receipt of
its unique activation code from the SAS. The routine entry of a stolen vehicle report into domestic law
enforcement information systems in jurisdictions where the LoJack System is operational causes the SAS to
broadcast the unique activation code to the LoJack Unit in the stolen vehicle, in turn causing the LoJack Unit 10
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transmit a signal. An activated LoJack Unit will continue to broadcast until it receives a properly coded message
to stop. The deactivation command is automatically sent to the Lolack Unit upon entry of theft or recovery
information in the law enforcement information system in jurisdictions where the LoJack System is operational.
All transmissions ‘are made on a nationwide radio frequency allocated by the Federal Communications
Commission, or FCC, as a law enforcement radio service. - .

LoJack Early Warning™, sold as an optional component of the LoJack System, provides early notification to
a vehicle owner in the event an wnauthorized user operates the vehicle. LoJack Early Waming consists of a
uniquely coded key pass and a motion sensor that works with the LoJack Unit to monitor vehicle movement and
detect the presence of the registered owner’s key pass. Should the vehicle move without the presence of the
registered owner’s key pass, a communication from the LoJack Unit in the vehicle is transmitted to the LoJack
Control Center, a company-maintained database that provides automatic notification via e-mail, pager, and/or
home, work or cell phone call to the vehicle owner.

LoJack for Construction Equipment is designed specifically for installation on heavy equipment. It functions
similarly to the traditional LoJack Unit, but has been modified to meet the Society of Automotive Engineers
design standards for use on heavy-duty vehicles.

LoJack for Motorcycles, a product that was launched in 2005, is designed specifically for installation in “on
road” motorcycles. It functions similarly to the traditional LoJack Unit, but has been modified and reduced in
size so that it can be covertly installed in the limited space of a motorcycle. '

We also offer warranty products that may be purchased to supplement the criginal purchaser’'s warranty.
These warranty products include: LoJack Extended Limited Recovery Warranty, LoJack Guarantee Plus 5000
{all states but New York) and LoJack Protection Plus 5000 (New York only). For more information on our
warranty products seeé Product Warranty section below.

We license Absolute Software 1o market computer theft recovery products under the brand name “LoJack
for Laptops.” When a computer in which the “LoJack for Laptops™ product is installed is reported stolen and
subsequently connects to the Internet, the computer sends a signal to Absolute’s monitoring center to identify its
location and provide certain other information. Absolute then works with loca! law enforcement and internet
service providers to recover the computer.

Boomerang

The Boomerang Unit is the component of the Boomerang Tracking System that is instatled in a purchaser’s
vehicle. The Boomerang Unit consists of a cellular band RF transponder with antenna, microprocessor and power

supply.

If a car equipped with a Boomerang Unit is stolen, the vehicle owner reports the theft to the local police
department and the Boomerang Security Center. When the Security Center is advised of a theft and after a police
report has been filed, the Security Center locates the approximate location of the Boomerang Unit via a secure
connection with the cellular carrier network and then sends a unique code causing the Boomerang Unit to
transmit a tracking signal. A tracking vehicle is dispatched in the general area reported by the Boomerang Unit.
The Vehicle Tracking Units, installed in Boomerang tracking vehicles use sophisticated direction-finding
technology to locate the source of the tracking signal emitted from the Boomerang Unit. Upen location of the
stolen vehicle, Boomerang Vehicle Tracking personnel notify local law enforcement, who recover the vehicle. In
2003, Boomerang introduced the BoomerangXpress unit. Although the BoomerangXpress is similar in design
and functionality to the Boomerang Unit, the Boomerang Unit is installed in high end luxury vehicles, the
BoomerangXpress Unit is targeted to the mid-price vehicle market. .

In 2006, Boomerang introduced next generation products called Boomerang Espion and Espion Alert.
Utilizing multiple wireless sensors, these products are expected to increase the effectiveness of the recovery
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system. In the event that one of the sensors is compromised, the remaining sensors will continue to operate and
transmit tracking data to Boomerang’s Security Center or tracking vehicle.

The Boomerang2 and Boomerang Espion Alert Units are products that build upon the Boomerang Unit by
integrating two-way communication and diagnostics to provide automatic theft notification by sending a tracking
signal upon any unauthorized vehicle movements. A key fob, used in connection with both Units, contains a
uniquely coded key pass and a motion sensor, which monitors vehicle movement and detects the presence of the
registered owner’s key pass. The Boomerang 2 and Boomerang Espion Alert Units also monitor any tampering
with the car battery. Should the motion sensor detect that the vehicle is moving without the presence of the
registered owner’s key pass, an automatic call is made by the Unit to the Boomerang Security Center indicating
an alarm on the customer car. The Security Center then contacts the client to verify the status of the vehicle. [f it
is determined the vehicle has been stolen, the Security Center proceeds with the same tracking and recovery steps
as noted for the traditional Boomerang Unit. '

The Water Resistant Boomerang Unit is designed specifically for installation on construction equipment and
marine craft. It functions similarly to the traditional Boomerang Unit, but is enclosed in a water resistant housing.

The Portable Boomerang Unit is designed for installation in special applications such as cargo. It functions
similarly to the traditional Boomerang Unit, but is equipped with a longer lasting battery, enabling its operation
without a connection to an independent power source. ' '

GLOBAL PRESENCE

The Lolack System presently operates in all or a portion of 26 states and the District of Columbia in the
United States. We have available statewide coverage, defined as coverage of at least 80% of the state population,
in Arizona, California, Connecticut, the District of Columbia, Maryland, Massachusetts, Michigan, New Jersey
and Rhode Island. We have coverage available in major metropolitan areas, cities and high crime areas in
Colorado, Delaware, Florida, Georgia, Illinois, Louisiana, Nevada, New Hampshire, New York, North Carolina,
Ohio, Oregon, Pennsylvania, Tennessee, Texas, South Carolina, Virginia and Washington. We identify and
define coverage areas based on a qualitative analysis of population density, new car sales, geography, and
distribution of LoJack Units.

Internationally, our licensed and owned and operated stolen vehicle recovery technology is operational in 28
countries and territories around the world. We have a licensed presence in countries located in Latin and South
America, Europe and Africa, and the Asia Pacific Rim. We also operate Canada’s leading stolen vehicle recovery
provider, Boomerang, with sales concentrated in the provinces of Quebec and Ontario. In 2006, we began
commercial activities in Italy through a wholly-owned subsidiary, and expanded from Rome into Milan. In 2005,
the central government of the People’s Republic of China approved use of a designated frequency for operation
of a LoJack stolen vehicle recovery system initially within the Beijing, Tianjin and Hebei Province areas. In
2006, we entered into a license agreement for the People’s Republic of China, and our licensee is in the process
of establishing a radio network, organizational infrastructure and commercial operations in the regions covered
by the radio frequency license.

BUSINESS MODEL

Domestic Segment

Our revenues in the United Stales are derived primarily from the sale of Lolack Units, Lolack Early
Warning Units, related products and extended product and non-recovery warranties directly to consumers and
through automobile dealers. Revenues from the domestic segment comprised 69%, 68% and 76% of our
consolidated revenues for the years ended December 31, 2006, 2005 and 2004, respectively. Approximately 83%
of domestic revenues originate through a distribution network of automobile dealers. Expansion into additional
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markets beyond the automotive market through the introduction of products, such as LoJack for Construction
Equipment and LoJack for Motorcycles, leverages our existing network and requires no additional infrastructure.
We derived approximately 6% and 3% of revenues from the sale of units of LoJack for Construction Equipment
and Motorcycles, respectively during the year ended December 31, 2006.

In 2002, we initiated a program to expand our installation capability by contracting with, and certifying,
select dealers and other third parties to install our products. In 2006, 41% of our LoJack Unit sales relating to our
domestic dealer business were instatled by third parties, compared to 38% and 27% for the years ended
December 31, 2005 and 2004, respectively. We monitor the quality of these alternative installations through the
use of an expanded quality control process. For all installations, whether performed by us or by a third party we
maintain this service. We maintain full warranty service, both for the convenience of our automobile dealers
through which the LoJack products are marketed and in order to maintain a high degree of quality control and
security over our technology.

LoJack has a brand awareness of over 90% in the United States based on an awareness study conducted in
2004. We feel this brand awareness is beneficial to all existing sales channels, including automotive, commercial,
motorcycle and iaptops which will prove beneficial 10 any new channels we may decide to enter.

International Segment

We began international operations in 1993 and LoJack technology is now operational in 27 countries and
territories. We have developed our technology such that the LoJack System can be used either by local law
enforcement, by the licensee’s own security organization, or by a combination of both. Revenues from the
international segment .comprised 22%, 22% and 21% of our consolidated revenues for the years ended
December 31, 2006, 2005 and 2004, respectively. International revenues are derived from the sale of Lolack
Units, system infrastructure components, royalties, licensing fees and subscription and installation services
provided by our [talian subsidiary. Licensing agreements with international parties have thus far been primarily
denominated in U.S. dollars and are structured with up-front licensing fees, which may be substantial and are
non-recurring. The agreements provide that we will supply components and products at prices to be determined
from time to time and/or receive royalties based upon licensees’ revenues. In 2006, approximately 86% of
international revenues were from the sale of LoJack Units.

Our business model focuses primarily on the top 30 global markets. Markets are ranked based on high per
capita thefts, high annual recurring sales of new vehicles and large numbers of vehicles operating in the area. Our
expansion strategy in the international segment may include investments in new or existing international
licensees and markets and/or the formation of new international subsidiaries.

We also have made direct investments in selected international licensees that we believe offer significant
market opportunity for LoJack Unit sales. At December 31, 2006, we held a 7.74% equity investment, with a
carrying value of $2,454,000, in our French licensee and a 12.5% equity investment, with a carrying value of
$1,541,000, in our Mexican licensee.

We have commercial operations in Italy through our wholly-owned subsidiary, LoJack Italia, SRL. We
estimate this ownership will require an investment of approximately $6.0 to $7.0 million over the next two to
three years. This includes a capital investment of approximately $1.0 million to implement the LoJack network
and recognition of $5.0 to $6.0 million of Lolack Italia losses in LoJack’s operating results. Based on our
experience with current international licensees, we believe that both the long-term profitability generated by
LoJack Italia after the investment period and the value that will be created will prove to be compelling. This
investment is part of our strategy to own a controlling interest in select international markets that present a
significant opportunity.




Boomerang Segment

Boomerang revenues are derived primarily from the sale and installation of Boomerang, Boomerang? and
BoomerangXpress Units, related products, and service contracts. Revenues from the Boomerang segment
comprised 9%, 10% and 3% (which includes Boomerang’s results for the last two months of 2004) for the years
ended December 31, 2006, 2005 and 2004, respectively. Approximately 20% of segment revenues are derived
from the sale of Boomerang, Boomerang2, BoomerangXpress and Boomerang Espion Units through auto
accessory retailers and automobile dealers and approximately 80% of segment revenues are derived from service
contracts. Mare than 45 insurance companies based in Quebec and Ontario offer rebates to customers who instail
a Boomerang Unit in their high priced or high risk of theft vehicles, and in many instances require installation of
a Boomerang Unit in such vehicles.

Purchasers of Boomerang Units are required to purchase a service contract with Boomerang. The terms of
service contracts offered range from 12 to 60 months and are payable in full upon activation of the related unit or
renewal of a previous service contract. Customers are also offered a monthly payment option. As of
December 31, 2006, there was approximately $11,316,000 of deferred revenue resulting from approximately
125,000 active service contracts.

VEHICLE AND ASSET THEFT
Domestic Segment

According to the Federal Bureau of Investigation Uniform Crime Report, 1.2 million vehicles were stolen in
2005, with an estimated value of $7.6 billion. Most auto theft is carried out by sophisticated professional thieves,
rather than amateur thieves. Thieves typically steal vehicles because of the profit potential of the vehicle's
components on the black market. The National Insurance Crime Bureau also reported that motorcycle theft
totalled 70,000 stolen motorcycles in the United States and Canada in 2005, reflecting an increase of 135% over
the past five years. ' '

International Segment

Interpol, which provides services for the law enforcement community to optimize the international effort to
combat crime, indicated in a recent communication that more than 3 million vehicles are stolen globally each
year with an estimated value of approximately $21.0 billion.

Boomerang Segment

According to the Insurance Bureau of Canada website, more than 170,000 cars are stolen in Canada every
year. This crime costs auto insurers and their policyholders more than $600 million a year in claims pay-outs, or
about $43 per policy. In addition, auto theft costs taxpayers more than $400 million in other costs, such as court,
policing and health care expenses. Collectively, the annual cost of auto theft is more than $1.0 billion. In
addition, about 40 Canadians die every year as a result of auto theft and 65 are seriously injured.

SALES AND MARKETING

I
Domestic Segment

Our sales and marketing approach in the domestic segment focuses on the United States automfotive
channel, through which automebile dealerships offer the LoJack Unit as an option for both their new and used car
sales. We also market LoJack Early Warning, conventional vehicle security devices, insurance products and
extended warranties through automobile dealers. We market primarily through a national sales force that
routinely visits new and used car dealers to educate and train dealership personnel on the benefits of the LoJack
System and related products. In addition, to supptement distribution efforts, we have entered into cooperative
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arrangements with third parties specializing in after-market sales and instailation of vehicle accessories to
increase penetration in existing markets in a cost effective manner, The LoJack Unit and related products can
ordinarily be financed as a part of the purchase price of the vehicle. In addition, we use direct advertising to
generate product awareness among consumers. To augment our dealer channel sales efforts we produce media
and advertising campaigns targeted towards the consumer to increase brand awarenéss and drive sales.

We also market our products directly to owners of commercial vehicles and to consumers using (i} a
national sales force that calls on construction equipment owners and manufacturers, (ii) telemarketing
representatives and (iii) direct mail.

'

We market our LoJack for Motorcycles product through the motoréycle dealer channel in much the same
way we market traditional LoJack Systems through automobile dealerships.

We license the LoJack brand name to Absolute Software and SCI whose products are offered to customers
who purchase laptop computers and cargo trackmg units, respectively. -

International Ségment

Sales and marketing efforts in territories where our licensees operate the business are typically controlled
and funded by our international llcensees and their respective management teams.

In Italy, our sales and marketing approach focuses on the [Italian automotive channel, through which
autornotive dealerships offer the LoJack Unit, LoJack Early Warning, and extended warranties as options for new
and used vehicle sales. We use a direct sales force in both Rome and Milan. to visit car dealers to educate and
train dealership personnel on the benefits of the Lolack System and related products. During 2006, we used
public relations campaigns and cooperative advertising initiatives with certain car dealers to promote consumer
awareness of our product in Italy. In the future, we intend to expand our use of the media and advertising
campaigns in Italy to increase our brand awareness and to drive sales. :

Boomerang Segment ‘

Our Boomerang segment’s sales and marketing efforts are concentrated in Quebec and Ontario. In Quebec,
we work with insurance companies that mandate a stolen vehicle recovery system as a condition for insurance
coverage on high priced or high risk of theft vehicles. We maintain a direct sales force in Quebec, which works
with automotive accessory retailers and automobile dealers who sell and install Boomerang products to vehicle
OWners, We also sell products directly to consumers through two company-owned distribution centers. Unit sales
in Quebec account for most of our unit sales in Canada.

In Ontario, we sell through the automotive channel in a similar fashion as in the United States using
automobile dealers and automotive accessory retailers. We utilize a direct sales force to service dealers and
retailers. We also sell to commercial markets, primarily to construction equipment owners. The commercial
business is supported by a direct sales force as well as an infrastructure of dealers who are available to sell and
install Boomerang Units.

GROWTH STRATEGY

Our overall goal is to strengthen our leadership position in the vehicle and mobile asset tracking and
recovery market through technology leadership, financial strength, market expansion, partnerships with new and
established distributors and the global development of the LoJack brand. In addition, if appropriate, we may
make acquisitions as a means to add channels of distribution for the' LoJack brand or as a way for us to acquire
new technology which could be sold through our existing channels of distribution.
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Domestic Segment .

QOur domestic strategy is to use internal resources and partnerships with third parties to increase unit sales
and profitability in the automotive, motorcycle and commercial channels, while developing and introducing new
products that leverage our brand recognition and reputation for vehicle recovery to enter new sales channels such
as laptop computers and cargo.

We plan to focus on high volume dealers who maintain a large market share in their geographic areas and
dealers that are part of large dealer groups, 1o drive more aggressive business growth through our autometive
channel in the United States. We will continue to expand our varied distribution and installation programs to sell
and install LoJack Systems more cost effectively.

In 2005, we introduced Lolack for Motorcycles and entered the motorcycle distribution channel. The
motorcycle product leverages our existing network for tracking and recovery.

We also began shipping and installing the next generation LoJack Unit in 2005. The new unit, which offers
the same stolen vehicle recovery features as the predecessor LoJack Unit, is smaller in size and has resulted in
decreased manufacturing costs. (For more information on the next generation LoJack Unit, see “Product
Development” section below.)

The LoJack System now operates in 26 states and the District of Columbia, representing about two-thirds of
the U.S. population. We will expand into additional markets as they become economically feasible. In 2006, we
expanded into South Carolina.

International Segment R

Our international strategy is to drive more aggressive unit sales growth in countries where the Lolack
System presently operates, including leveraging strategic relationships with insurance companies and automobile
manufacturers. In addition, we expect to expand into new geographic markets. We intend to drive unit sales
growth through existing licensees by helping them to develop their business models and expanding syqtem
infrastructure. From time to time, we may make direct strategic investments in international licensees, some of
which may be substantial, in order to enable them to gain market share. Our investment strategy has focused on
those markets which either represent the best opportunities for significant generation of revenue or where we can
positively impact market penetration or revenue growth.

Qur growth strategy is lo target international markets in which the combination of new vehicle sales,
population density and incidence of vehicle theft is high. Market expansion may be in the form of (i) continuing
to license the use of the LoJack System technology, (ii) securing agreements with governments to obtain rights to
own and operate a controlling interest in the system, such as in Italy, and/or (iii} making strategic investments
and/or acquisitions. '

With the introduction of the next generation LoJack Unit, we have a common global platform which utilizes
the same basic unit to operate on the varying global radio frequencies used for stolen vehicle recovery. This new
unit has contributed to international business growth, due in large part to product cost reductions achieved
through manufacturing efficiencies.

In Italy, our growth strategy is to use our internal sales and marketing resources to penetrate the stolen
vehicle recovery market through the automotive dealership channel. We are leveraging the extensive knowledge
and experience of our domestic sales team 10 Iay the foundation for a strong automotive dealer sales channel in
Italy. .

Effective January 1, 2006 we established Lolack Equipment Ireland Limited to serve as our international
segment headquarters. Located in Dublin, Ireland, this operaticn will support business development,




administrative and distribution activities for our international segment as well as provide nearby support to our
European operations which we feel has a high potential for expansion of our Lolack vehicle tracking and
recovery network in the coming years.

In 2006, we entered into a license agreement for the People’s Republic of China. QOur licensee is in the
process of obtaining funding and establishing a radio network, organizational infrastructure and commercial
operations in the regions covered by the radio frequency license.

Boomerang Segment

Our Boomerang segment growth strategy focuses on sales and marketing efforts in Quebec, Ontario and
British Columbia in 2007. In Quebec, we intend to continue to work with insurance companies to maintain and
extend mandates for the Boomerang System as a condition for consumers to obtain insurance coverage and to
train insurance companies and insurance brokers about our services. We plan to maintain a direct sales force in
Quebec, which works with the automotive accessory retailers and automobile dealers who sell and install
Boomerang products. We intend to continve to utilize our two distribution centers, which sell and install
Boomerang Units.

In Ontario and British Columbia, we intend to continue to seli through the automotive channel using
automobile dealers and automotive accessory retailers. We intend to continue to leverage our direct sales force
and segment experience in marketing directly to the automobile dealers. We believe that the automotive market
in these two markets represents.a substantial growth opportunity. We will focus on increasing penetration in the
commercial channel using our direct sales force to call on equipment dealers and equipment owners.

PRODUCT DEVELOPMENT

We concentrate research and development activities on enhancing our proprietary stolen vehicle recovery
network and creating new products that meet market needs for the tracking and recovery of valuable mobile
assets. Our product development efforts utilize knowledge of law enforcement processes and systems to provide
products that integrate into law enforcement operations and facilitate the tracking and recovery process, Qur
engineering staff develops products internally or in conjunction with third parties.

In 2005, we received the first units of the next generation LoJack Unit. We worked with a third party,
Plextek Limited, or Plextek, to develop the product and secure manufacturing. The unit is scalable and flexible,
with connectivity features that may allow us to develop new products combining GPS and/or cellular based
communications with our existing RF based stolen vehicle recovery technology. The unit provides a common
platform for both domestic and international operations by utilizing the same basic unit to operate on the varying
radio frequencies used in the countries where our technology is utilized for stolen vehicle recovery. Effective the
fourth quarter of 2006, prior generation LoJack units were fully phased out and Clarion Malaysia, (a subsidiary
of Hitachi Limited), or Clarion, became the sole product manufacturer of LoJack Units.

We expect that we will coordinate our Boomerang, SCI and domestic segment research and development
efforts to offer new products that meet market needs for the tracking and recovering of stolen mobile assets.

Costs for product development are expensed as incurred and include salaries, fees to consultants, and other
related costs associated with the development of new products. Total product development expenses totaled
$5,805,000, $4,831,000 and $4,661,000 for the years ended December 31, 2006, 2005 and 2004, respectively. A
portion of our product development efforts has been outsourced to third parties. The contracts with third parties
require payments based upon completion of defined milestones. Expenses related to milestone achievements,
included in the above-mentioned expenses, which are expensed to operations as the milestones are achieved,
amounted to $355,000, $332,000 and $1,260,000 for the years ended December 31, 2006, 2005 and 2004,
respectively.




GOVERNMENT REGULATION AND APPROVAL
Domestic Segmeht

The FCC-allocated frequency 173.075 MHz, used by the LoJack System in the United States, is set aside for
nationwide use by rstate and local law enforcement agencies for stolen vehicle recovery systems. Law
enforcement agencies in jurisdictions where we operate have been granted authority by the FCC to use this
frequency. a

In connection with our domestic operations, we must obtain the approval of law enforcement agencies for
implementation of the LoJack System before sales of LoJack Units may commence in a given jurisdiction. The
approval process may be time consuming and costly and is subject to considerations generally affecting the
process of governmental decision-making. In some jurisdictions, governmental approval may be terminabie at
the convenience of the executive or legislative body. Any such termination could have a material adverse effect
on future sales in such jurisdictions.

If we were to seek to charge more than nominal prices for the Law Enforcement Components, governmental
appropriation of funds would be required. Most government agencies have established, by policy, statute or
regulation, a process requiring competitive bidding for all acquisitions of products and equipment. This process
may cause us additional delay and expense. To date, we have not sought to charge law enforcement agencies
more than nominal prices for the Law Enforcement Components and do not expect to do so in the near future.

International Segment

Our international licensees and our owned and managed operation in ]laly are subject to nsks 51m|lar to
those in our domestic segment with respect to government regulation and approval.

Boomerang Segment

The Boomerang tracking beacon operates on an unlicensed frequency and does not require spec1ﬁc
government approval. Tracking of stolen Boomerang-equipped vehicles is performed by our personnel or by
private parties under contract with us. ‘

Although specific govemmental licensing and approval are not required, once a Boomerang-equipped stolen
vehicle is located by our tracking team, we rely on police and other law enforcement agencies for the actual
recovery. Establishing and maintaining a good relationship with law enforcement agencies is important to our
business. . .

PRODUCT WARRANTY
Domestic Segment

LoJack Parts & Labor Warranty. We warrant to original purchasers that the LoJack Unit and LoJack Early
Warning will be free from defects in material or workmanship for a period of two years from the date of
installation. If the product proves to be defective in material or workmanship, we will, at our option, either
replace or repair the product.

LoJack Extended Limited Recovery Warranty, We also warrant to original purchasers of LoJack Units that if
their LoJack equipped vehicle is stolen and reported in a covered jurisdiction within two years of installation and
not recovered - within 24 hours from the time that the theft is reported to the police, we will pay the consumer an
amount equal to the full purchase price paid for the LoJack Unit up to a maximum of $695 (up to $995 if the
consumer also purchased LoJack Early Warning). For an additional charge, the original purchaser of the LoJack
Unit can elect to extend the warranty period from two years to a period equal to the time they own their LoJack
equipped vehicle. o
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LoJack Guarantee Plus 5000 {(Sold in all states in which we do business other than New York), Consumers
may purchase an additional five year warranty in which we, or in most jurisdictions an independent third party
insurer, warrant to original purchasers of LoJack Units that, if the vchicle becomes a total loss due to theft, or is
not recovered within 30 days from the time the theft is reported to the police, the consumer may receive up to
$2,500 to cover theft-related expenses plus up to an additional $2,500 towards the purchase or lease of a.
replacement vehicle if the consumer returns to the original dealer. We have insured the risk relating to these
warranty claims,

LoJack Protection Plus 5000 (Sold in New York Siate on[y).'Cdnsumers may purchase an additional five
year certificate in which an independent third party insurer, guarantees to original purchasers of LoJack Units
that, if the vehicle becomes a total loss due to theft, or is not recovered within 30 days from the time the theft is
reported to the police, the consumer may receive up to $2,500 to cover theft-related expenses such as insurance
deductible, substitute vehicle rental, airfare if the vehicle is stolen more than 100 m’iles away from home, or
nightly accommodations and meals. In addition, the consumer may be eligible to receive $2,500 towards the
purchase or lease of a replacement vehicle if the consumer returns to the original dealer.

Boomerang Segment

Boomerang Parts & Labor Warranty. We warrant to original purchasers of Boomerang and Boomerang
Espion Units that the units will be free from defects in material or workmanship for a period of five years from
the date of purchase. A one-year limited warranty on parts and labor applies to BoomerangXpress Units. If the
product proves to be defective in material or workmanship we will, at our option, replace or repair the product or
reimburse the purchase price paid.

Boomerang Limited Recovery Warranty. We warrant to purchasers of Boomerang and Boomerang Espion
Units that if a Boomerang equipped vehicle is stolen and not recovered, we will pay the consumer an amount
equal to the full purchase price of the unit and service fees, up to a maximum of CADS$1,000 for the Boomerang
and Boomerang Espion Units and CAD$2,000 for the Boomerang?2 and Boomerang Espion Alert Units. For the
BoomerangXpress Units we will offer the consumer a new unit, including installation.

PATENTS AND TRADEMARKS
Domestic Segment

We hold a patent portfolio that covers vehicle tracking, security and recovery. The portfolio includes United
States Patent Nos. 5,917,423 and 6,229,988B1 which expire in 2015 and 2018, respectively, covering portions of
the LoJack System. Each of these patents adds to the predecessor patents by adding additional functionality that
we believe yields a competitive advantage. Additional patent applications are pending. In addition, we hold
proprietary information that is not patented, but is integral to the operation of the LoJack System. We believe that
protection of the unpatented intellectual property will continue beyond the expiration of the stated patents.

We also hold United States Patent No. 6,522,698 éovering LoJack Early Warning which éxpir:es in 2017.

Although management believes the patents have value, there can be no assurance such patents will
effectively deter others from manufacturing and marketing a competitive stolen vehicle recovery system.

The LoJack name and togo are registered trademarks in the United States and many other countries, We
believe that the LoJack trademark and other trademarks have sufficient recognition to give us a competitive

advantage. ‘

Our domestic segment intellectual property strategy is to apply for trademarks and for patents for our
inventions whenever appropriate.
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International Segment . ,

We hold patents similar to our domesnc segment patents in various countries where we either currently do
business or intend to do business.

AT

Boomerang Segment

Boomerang holds a patent portfolio that covers location, tracking and recovery using an existing network,
vehicle location using a Kinetic network, our two-way tracking beacon and anti-jamming technology. The
portfolio includes United States Patent No. 5,895,436 which expires in 2016 (corresponding to Canadian Patent
No. 2,203,302 which expires in 2017) United States patent No. 7,091,835B2 which expires in 2023 and Canadian
Patent No. 2,395,843 {corresponding to United States Patent 6,498,565B2) which expires in 2021,

We also hold patents similar to our Boomerang segment patents in various countries where we either
currently do business or 1nlend to do busmess

Although management believes the patents have value, there can be no assurance such patents will
effectively deter others from manufacturing and marketing a stolen vehicle recovery system.

~ We have registered or filed for the registration of our trademarks Boomerang, Boomerang2, Boomerang &

Design (logo), BoomerangXpress, Boomerang Espion and Boomerang Espion Alert in all of our major actual or
potential markets. We believe these trademarks have sufficient recognition to give us competitive advantage in
the Boomerang segment, - N

Our Boomerang segment intellectual property strategy is to apply for trademarks and for patents for our
inventions whenever appropriate.

Our Boomerang segment is actively involved in protecting its intellectual property and has undertaken
administrative and legal measures against companies, which, in our opinion, have infringed on our rights.

COMPETITION
Competitive Advantages

We believe that our domestic segment has several competitive advantages including our proprietary RF
technology and two way tracking beacon, our distribution networks, well-known brand and integration with law
enforcement. Our technology is proven effective for the recovery of stolen vehicles and mobile assets. We hold a
patent portfolio that covers vehicle tracking, security and recovery. We hold proprietary information that is not
patented, but is integral to the operation of the Lolack System. Additionally, we have developed a network in the
United States that would be very expensive to replicate. We have an established distribution network in the
automotive and construction channels in the United States, and an established operating network, through our
licensees and owned operations in 28 countries internationally. Based on a study performed during 2004, we
have a well-known brand with a brand awareness of over 90% in the United States. The LoJack System is
directly integrated with law enforcement in the United States and, as a result, we have a detailed understanding of
law enforcement systems and procedures. We are unaware of any competitor who proposes a system capable of
being operated or actively monitored exclusively by law enforcement agencies, as is the LoJack System. We
believe these competitive advantages present substantial barriers to competitive entry into our markets.

We believe that our Boomerang segment products and technology have several competitive advantages

including proprietary cellular tracking and location technology, established relationships with insurance
companies in Quebec and Ontario and a well-known brand in Canada.
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Domestic Segment. . o

Several ¢ompetitors or potential competitors’ are marketing or have announced the development of products,
including those that are based on GPS technology, which claim to have stolen vehicle-tracking features that may
compete directly with the LoJack System. To our knowledge, none of these products is directly integrated with
law enforcement systems or operated and monitored exclusively by law enforcement agencies, as is the LoJack
System.

We market thé LoJack System as a stolen vehicle recovery device. Our management believes, however, that
makers of auto theft prevention devices and GPS devices view the LoJack System as competitive, and,
consequently, we believe we face competition from companies that sell vehicle security and theft prevention
devices. Some of the competitors and potential entrants into the vehicle tracking market have greater resources
than we ‘do. In addition, there can be no assurance that a competitor will not develop a system of theft detection
or recovery whick' would compete with or be superior to the LoJack System.

We believe that we face competition from companies selling GPS preducts such as OnStare, vehicle alarms
and third party warranty and insurance products; not because the products are comparable to the products we
offér, but because they are competing for available consumer funds in the automobile security products after-
market. In addition, there are numerous smaller companies selling extended warranties and other insurance based
products

International Segment

Several competitors or potential competitors are marketing or have announced the development of products,
including those that are based on RF technology, cellular technology, GPS technology or some combination of
these technologieé. which claim to have stolen vehicle tracking features that may compete directly with the
LoJack System in our international segment. In some instances competitors have a market share comparable or
larger than that of our licensees. The competmve environment in regions with relatively high rates of auto theft,
such as many countnes in South Amenca and parts of Alfrica is generally more intense than in regions where
lower rates of 'theft prevaﬂ Competmon in Europe has become more intense, with most competitors offering
stolen vehicle tracking devices that utilize cellular and GPS technologies. Certain competitors have established
relatlonshlps w:th automoblle manufacturers to promote or incorporate their product offerings.

Boomerang Segment

+

We believe we face competition in the Boomerang segmerit from companies selling GPS systems which
promote stolen vehicle recovery as a service. We also face competition in Canada from other security products
and services, including alarms, immobilizers and vehicle etching, as well as third party warranty, insurance and
vehicle protection products sold through the automobile dealership channel in the Province of Ontario.

CONTRACT MANUFACTURING ARRANGEMENTS

We have a contract manufacturing’ arrangement for the LoJack Unit and other LoJack System components
sold in the domestic and international segments with Plextek (who subcontracts the physical manufacturing to
Clarion). We believe that several companies have the éapability to manufacture LoJack Units.

e [ % o

In October 2005, the company 'and ‘Motorola exchanged mutual releases eliminating any potential
intellectual property infringement ‘claims against'the Company by Motorola arising out of termination of the
former custom manufacturing agreement . -

INVENTORY =

We seek to maintain a 30-day domestic and international supply of LoJack Units, which we believe is in line
with sales levels and sufficient to rapidly fulfill orders.
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Our Boomerang segment maintains a supply of inventory, of which, as of December 31, 2006, 46% was raw
materials, 40% was work in process and 14% was finished goods. We assemble the Boomerang Units in our own
facilities.

We fill orders as they are received and maintain no order backlog.

We maintain an inventory of certain LoJack System Law Enforcement Components beyond our current
requirements in order to facilitate expansion into additional domestic and international markets.

EMPLOYEES

As of February 21, 2007, we had a total of 913 full-time employees, 733 of whom were v'vo-rking in the
domestic segment, 34 of whom were working in the international segment and 146 of whom were working in the
Boomerang segment. ' '

SEGMENT OPERATIONS

We divide our operations into three separately managed and reported business segments: domestic,
international, and Boomerang. For financial information about our segments, and by geographic area, see notes 1
and 13 to our consolidated financial statements contained herein at Item 8.

]

INTERNET ADDRESS AND SEC REPORTS

We maintain a website with the address www.lojack.com. We are not including the information contained
on our website as a part of, or incorporating it by reference into, this Annual Report on Form 10-K. We make
available free of charge through our website our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q
and Current Reports on Form 8-K, and amendments to these reports, as soon as reasonably practicable after we
electronically file such material with, or furnish such material to, the Securities and Exchange Commission, or
the SEC. We also include our corporate governance guidelines, certain policies and the charters for each of the
major committees of our board of directors on our website and intend to update these documents if amended as
soon as reasonably practicable. You may read and copy any materials we file with the SEC at the SEC’s Public
Reference Room at 100 F Street, NE, Washington, DC 20549. You may obtain information on the operation of
the Public Reference Room by calling the SEC at [-800-SEC-0330. The SEC maintains an Internet site that
contains reports, proxy and information statements, and other information regarding issuers that file
electronically with the SEC, and the address of that site is (http.//www.sec.gov).

EXECUTIVE OFFICERS OF THE REGISTRANT v

Information concerning our executive officers is set forth below.

Name E m

Richard T.Riley .......... 50 Chief Executive Officer and Chairman .

Ronald V. WatersIIT . ... ... 54 President and Chief Operating Officer

Michael Umana ........... 44  Senior Vice President and Chief Financial Officer

William R. Duvall .. ... .... 55 Executive Vice President and Chief Technelogy Officer
Thomas Wooters .. ........ 66 Executive Vice President and General Counsel .
Kevin M. Mullins ......... 52  Senior Vice President and General Manager (U.S. Automotive)
Thomas M. Camp ......... 43 Senior Vice President and General Manager (International)

Mr. Riley became Chief Executive Officer and Chairman in November 2006. From February 2005 untit
November 2006 Mr. Riley was President and Chief Operating Officer and member of the Board of Directors of
the Company. Prior to joining the Company, Mr. Riley served as an officer and director of New England
Business Service, Inc., or NEBS, then a public company listed on the New York Stock Exchange prior to its
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acquisition by Deluxe Corporation. He served as President and Chief Operating Officer of NEBS from 2002 to
2003 and as President, Chief Executive Officer and Chief Operating Officer from 2003 to 2004. Prior to that, he
served as a Senior Vice President of NEBS from 1998 to 2002, as President, NEBS Direct Marketing from 2001
to 2002, as President, Integrated Marketing Services from 2000 to 2001 and as President of Rapidforms (acquired
by NEBS in 1997) from 1992 to 2000. Mr. Riley served as a director of NEBS from 2002 to 2004. Mr. Riley is a
Certified Public Accountant. He serves as a member of the Board of Directors of VistaPrint USA Incorporated, a
publicly held company in the printing and graphic arts business, and Micro-Coax, Inc., a manufacturer of
microwave and cable products, a privately held company.

Mr. Watets became President, Chief Operating Officer and a member of the Board of Directors of the
Company in February 2007. He served as Chief Operating Officer for the Wm. Wrigley Jr.'Company from
December 2003 through May 2006. He joined the Wm. Wrigley Jr. Company in 1999 as Chief Financial Officer
and served as Chief Financial Officer until his elevation to Chief Operating Officer in 2003, Prior to joining the
Wm. Wrigley Jr. Company, Mr. Waters held several senior executive positions of increasing responsibility with-
The Gillette Company. Before joining The Gillette Company, Mr. Waters was a Partner and Practice Leader with
KPMG International. Mr. Waters is currently a director of HNI Corporation, a public company that is a U.S
manufacturer of office furniture and home products and a director of Sabre Holdings, In¢, a'public company that
is a provider of distribution and technology solutions for the travel industry. He is a Certified Public Accountant.

Mr. Umana joined LoJack in March 2006 as Senior Vice President and Chief Financial Officer. Prior to
joining the Company Mr. Umana served as Executive Vice President, Finance, Chief Operating Officer, Chief
Financial Officer, Treasurer and Assistant Clerk of Saucony, Inc. an international performance-oriented footwear
and apparel company from May 2003 until its sale to Stride Rite, Inc. in September 2005. From July 2001 until
May 2003, Mr. Umana served as Saucony's Senior Vice President, Finance, Chief Opeiati'ng Officer, Chief
- Financial Officer and Treasurer and from 1999 to July 2001as its Vice President, Finance and Chief Financial
Officer. Prior to Saucony, Mr. Umana was employed as Vice President and Chief Financial Officer of the
Analytical Instrument Business Unit at PerkinElmer, Inc., a high technology manufacturer from 1997 until 1999,
From 1985 to 1997, Mr. Umana held various auditing and consulting positions, including being Senior Manager,
Business Consulting at Arthur Andersen LLP; a professmnal services company. Mr. Umana is a Certified Public
Accountant.

Mr. Duvall joined LoJack in 1985 and is Executive Vice President and Chief Technology Officer. From
1993 to 2003, he was Senior Vice President. From 1984 to 1985, he was a part owner and manager of Rich’s Car
Tunes, a company engaged in the sale and installation of consumer electronic products in the automotive
aftermarket. For six years prior to 1984, Mr. Duvall was Vice President of Marketing and Sales for Analog and
Digital Systems, Inc., a manufacturer of consumer electronic products.

Mr. Wooters’ joined Lolack in December 2003 as Executive Vice President and General Counsel. He has
over 40 years of legal experience representing public and private companies and investors in such companies in a
range of businesses, including more than 25 years as outside counsel to LoJack. Mr. Wooters practiced law with
the law firm of Sullivan & Worcester LLP and for his last 2 years there was “of counsel.” .

Mr. Mullins joined LoJack in February 1996 and is Senior Vice President and General Manager of U.S.
Sales. From June 2001 10 January 2005 Mr. Mullins served as Vice President of Sales and from February 1996
until May 2001, Mr. Mullins served as Vice President of Sales and Marketing. From 1976 until joining LoJack,
Mr. Mullins served in a variety of positions at Proctor & Gamble Company, Inc., including District' Sales
Manager, Customer Business Development Manager and Northeast Operation Manager.

Mr. Camp joined LoJack in May 2002 and is Senior Vice President and General Manager, International. He
served as Vice President of Corporate Development from May 2002 to September 2004. From 1999 until joining
LoJack, Mr. Camp held executive positions with Go2Net, Inc. from 1999 to 2000 and InfoSpace, Inc from 2000
to 2001. He was a corporate and securmes attorney with the law firm of Hutchins, Wheeler and Dittmar from
1950 to 1999.
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- There are no arrangements or understandings pursuant to which any executive officer was or is to be
selected for appointment, election or reelection. There are no family relationships among any directors .or
executive officers.

ITEM 1A—RISK FACTORS
RISKS RELATING TO OUR BUSINESS

Qur business faces many risks. The risks described below may not be the only risks we face. Additional
risks that we do not yet know of, or that we currently think are immaterial, may also impair our business
oﬁerations or financial results. If any of the events or circumstances described in the following risks actually
occurs, our business, financial condition or results of operations could suffer and the trading price of our equity
securities could decline. Qur shareholders should consider the following risks and the information contained
-under the heading “Warning Regarding Forward-Looking Statements” in Item 7 before deciding to invest in our
securities.

Any negative impact on the sales, licensing and marketing efforts of our principal product would adversely
affect our business and results of operations.

Our business depends primarily on the sale, licensing and market acceptance of a principal product, our
Lolack System, and related products and services in the United States and 27 foreign countries and the
Boomerang Stolen Vehicle Recovery System in Canada. Because our revenues are dependent on the success of
the principal product, any factor affecting its marketability could have a material adverse affect on our business
and results of operations. Factors that could harm the successful sale and licensing of the product include ali of
the factors discussed in this Item 1A including, among others:

» If automobile dealers with whom we have relationships stop selling or emphasizing our product in
‘connection with their vehicle sales;

+ '

. 1
»  If law enforcement agencies who currently utilize our LoJack System in the United States do not renew
our service contracts;

‘

*  If we are unabie to establish a market for our products and services in Italy;

»  If our foreign licensees are unable to establish a market for our products in their jurisdictions; .
*  If we are unable to develop enhancements to our products as required by market demand,

e If we are unable to ﬁrotect our proprietary rights; or

« If one or more of our competitors introduces a product or system that makes our products obsolete or
ineffective. '

Failure to procure and maintain contracts with local law enforcement agencies would materially adversely
affect the marketability of the LoJack System which would inhibit sales in the United States and harm our
business. : g

- The LoJack System is designed to be integrated into existing law enforcement computer systems and
telecommunication systems and procedures. A LoJack Unit will not be effective if the automobile in which it is
installed is located in a jurisdiction where our LoJack System is not operational because we have not procured an
agreement with local law enforcement agencies. We have agreements covering 26 states and the District of
Columbia to varying degrees. These agreements are generally for terms of up to five years. Renewal or extension
of any of these agreements may be subject to competitive bidding. We cannot guarantee that we will be able to
renew or extend our existing agreements with local law enforcement agencies or obtain agreements in new target
jurisdictions in the future. If we are unable to procure and maintain contracts with local law enforcement
agencies in our target markets, our financial results will be materially and adversely affected.
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Our growth depends in part on the development, production and market acceptance of new products which we
cannot assure will happen successfully. -

To .maintain competitiveness in our industry we must support and enhance our existing products and
develop.new products in response to market demands. Product development involves a high degree of risk and
uncertainty due to unforeseen difficulties and costs. We may not be successful in developing, marketing and
releasing new products that we believe are necessary to respond to technological developments, evolving
industry standards or changing customer requirements. In addition, our new product enhancements may not
adequately meet the requirements of the marketplace and may not achieve the broad market acceptance necessary
to generate significant revenues. If the release date of any future products or enhancements is delayed, or if these
products or enhancements fail to achieve market acceptance when released, our revenues may decrease, we may
not be able to recover our costs and our compelitive position may be harmed.

N l

A change in the mix of our installation methodology or distribution channels may have a negative impact on
gross margins and profitability. . ' . o --

- An increased number of sales to dealers at a lower average selling price under our bulk installation program
may have a negative impact on our gross margins. Lower margins are acceptable to us as long as they result in
increased market share and dealer penetration and are offset through increased efficiency of our business model
and higher gross margin-dollars. In addition, an increase in a segment sales volume, particularly the international
segment, whose margins are less than our overall average gross margin percentage, may also have a negative
impact on our gross margins.

If our competitors develop products, systems or technologies that make our products less competitive or
obsolete, our business would be harmed.

In recent years the number of companies developing and marketing wireless communications products that
have security applications used directly in vehicles has expanded considerably. We compete with other makers of
stolen vehicle recovery devices. We believe we also face competition from makers of vehicle security devices,
such as alarms, because they compete with us for consumer funds in the automobile security products after-
market. .

Several competitors or potential competitors are marketing, or have announced: the development of,
competitive vehicle recovery systems and products aimed at our target market. In addition, we believe that new
market entrants may attempt to develop a system of theft detection or recovery that may be directly competitive
with our preducts. Some of our existing or potential competitors have greater financial, technical, marketing,
service and support resources than we have and, as a result, are able to devote greater resources to the
development, promotion, sale and support of their systems and products than we are able to devote to our
systems and products. If these or other competitors were to:

+  Develop stolen vehicle recovery and tracking products comparable with our LoJack or Boomerang
Systems; - .
*  Market a system capable of being operated or actively monitored by law enforcement agencies; or

*  Develop new and improved products or technologies that render our preducts or proposed products
obsolete or less competitive.

"Competitive pressures could cause us to lose market share and requiré us to reduce our prices, which could
reduce profit margins. This could cause a decline in our revenues and adversely affect our operating results. We
cannot assure you that we will be able to compete successfully against existing companies or new entrants to the ,
marketplace. '




Economic downturns could reduce the level of consumer spending within the automobile industry, which
could adversely affect demand for our products and services. '

Consumer spending in the automobile industry is often discretionary and may decline during economic
downturns, when consumers have less disposable income. Approximately 83% of our domestic gross unit sales
for the year ended December 31, 2006 were made through a distribution network consisting of dealers that offer
our LoJack System as an option on both their new and used automobiles. Our primary focus for domestic growth
involves increasing our sales through existing automobile dealer channels and markets. Consequently, any
change in general economic conditions resulting in-a significant decrease in dealer automobile sales could
adversely impact our future revenues and earnings. '

Operations of our Boomerang segment are currently heavily dependent on Boomerang’s alliance with wireless
carriers and insurance companies.

Wireless carriers are an integral facet of our Boomerang System. The continued availability and
maintenance of the wireless telecommunications networks that we use is essential for operating the tracking
system. In particular, we closely monitor the evolution, availability and continued maintenance of the analog
network we currently use and as a result are migrating 1o digital networks in Canada.

i

In addition, many insurance companies are strong supporters and advocates of the Boomerang System. The
continued existence of these strategic alliances is important for the ongoing development of our existing markets,
particularly Quebec.

We are subject to government regulations and approvals which may limit the number of our potential
customers or result in costs and delays that could impede our ability to competitively offer our services and
products in the market.

We must obtain the approval of law enforcement agencies, as well as other governmental agencies, for
implementation of our LoJack System in any domestic jurisdiction. The approval process may be time
consuming and costly and, in some jurisdictions, governmental approvals we obtain may be terminable by the
executive or legislative body. Moreover, our LoJack System is operated by law enforcement agencies utilizing a
frequency assigned by the FCC for that purpose. The operation of our LoJack System depends on the continued
availability of the frequency which we cannot guarantee. The licensees of our Lelack System operate in
international markets and will likely encounter similar or additional regulatory requirements and uncertainties
under focal laws. As we continue our expansion into international markets through our licensees we will face
additional and varied local governmental regulations and approvals with which we must comply. Governmental
regulations and approvals may limit the number of potential customers for our services or impede our ability to
offer compelitive services to our U.S. and Canadian markets and, through our foreign licensees, to our
international markets, either of which would have a negative impact on our results of operations,

Economic, political and other risks associated with the operations in our international markets could
adversely affect our revenues and earnings.

Our licensed stolen vehicle recovery technology and rights are presently operational in 26 international
countries and territories through license arrangements with our foreign licensees and through owned operations
in Canada and Italy. We carry investments in several of, and hold sizeable receivables from, these licensees. Our
international 'operazions in the future’ may be in the form of continuing licensing relationships in additional
international markets or in the form of, equity investments in foreign licensees, or ownership of a controlling
interest in selected foreign operations such as Canada and Italy. Approximately 22% of our consolidated
revenues for the year ended December 31, 2006 were derived from LoJack related revenues and royalties derived
from our internationat segment. A
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The current forecast for our revenue and profit growth is partially contingent on the continuation of our
license agreements with our licensees and the success of their operations. Changes to our licensees’ existing
management teams, or failure of our licensees to meet their working capital needs or execute fully on their
existing business plans, could negatively impact the carrying value of our investments, collectibility of our
receivables and our target revenue and profits from our- international segment. Moreover, our licensees’
operations and our international operations expose us to risks inherent in doing business outside of the United
States that our domestic competitors are not exposed to, including:

. .Potentially weak protection of intellectual property rights;
*  Economic and geo-political instability;

*  Import or export licensing requirements;

*  Trade or currency restrictions;

. Difficulties in collecting accounts receivable;

*  Business models that are more heavily weighted towards periodic payments rather than receiving futl
payment upon sale of the product;

*  Unexpected changes in regulatory requirements and tariffs;

*  Seasonal reductions in business activities in some parts of the world, such as during the summer
months in Europe;

*  In-country pricing which may be adversely impacted by fluctuations in exchange rates;
»  Potentially adverse tax consequences; = *

*»  Operational dependency on the skills of the international licensees’ management teams, which we do
not control,

*  Longer payment terms extended to international licensees than to domestic customers; and

*  Access to capital by our licensees to invest in infrastructure, hire and train employees, and obtain
sufficient funding, as well as uncertainties related to product acceptance.

Any of these factors could harm the operations of our licensees and, consequently, our business and
operating results. Specifically, our licensees’ failure to effectively manage their growth could increase our
anticipated operating costs, diminish or destroy the value of our equity investments in our lcensees or delay or
preclude altogether our ability to generate revenues in key international markets.

Our failure to successfully integrate businesses that we acquiré could disrupt our business and negatively
impact our future financial condition and operanng results.

The success of any acquisition depends.in part on our ability to integrate Lhe acquired company’s operations,
personnel, technologies and products. In October 2004, we acquired Boomerang. In the future, we may continue to
make strategic acquisitions of complementary companies, products or technologies, The continued integration of
Boomerang, and any companies we might acquire in the fuwre, could disrupt our business, divert our
management’s attention from our core business objectives and may involve unforeseen difficulties and costs. Any
of these risks could negatively impact our ability to fully realize the expected benefits of our acquisitions. We may
not be able to successfully integrate any business, technology or personnel that we have acquired or that we might
acquire in the future in a timely manner, or at all, and this could harm our financial condition and operating results,

Our failure to successfully execute on our initiative to own and operate a vehicle tracking and recovery
network in Italy and our failure to recognize significant benefits from our investment in SCI could disrupt our
business and negatively impact our future financial condition and operating results.

* Since 2005, we have invested over $3.0 million dollars {(comprised of LolJack network buildout and
operating losses} in Italy and have committed $6.0 to $7.0 million in the next two to three years to expand our
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stolen vehicle tracking and recovery network in Italy. This undertaking will require significant amount of
financial resources and senior management focus which may impact the company’s core business. There is no
assurance that there will be consumer acceptance in Italy that will result in an acceptable return on our Italian
investment.

In 2006, the Company invested $3.0 million in SCI to acquire an equity interest in the company and to
expand LoJack’s trademark for use with SCI's recently branded cargo and tracking recovery products and to
collaborate in some business activities and provide product development support. There is no assurance that our
investment in SCI will result in substantial LoJack brand identity or commercial acceptance of any new or
existing SCI products in the branded cargo and tracking market segment.

We may need additional financing in the future, which could be difficult to obtain on acceptable terms or at
all. It could also dilute shareholder value.

We may require additional financing in order to make acquisitions or future investments in new
technologies, products and/or international licensees or markets, or to provide needed additional working capital.
We finance our capital and operating needs primarily through cash flows from operations; however, in the future
we may decide to raise additional funds through public or private debt or equity financings to fund our activities.
If we issue additional equity securities, shareholder value will be diluted and the new equity securities may have
rights, preferences or privileges senior to those of our common stock. In addition, if we raise funds through debt
financings, we will have to pay interest and may be subject to restrictive and other covenants, which could
negatively impact our business. If we cannot raise funds on acceptable terms, if and when needed, we may not be
able to make strategic investments, develop or enhance our products, take advantage of acquisition and other
opportunities, or otherwise respond to competitive challenges or unanticipated industry changes, any of which
could have a material adverse effect on our business.

If we fail to protect and enforce our intellectual property rights, our competitiveness could be impeded and our
business and operating results could be harmed.

Qur primary business strategy is to develop and market our products and technology successfully. The long-
term success of this strategy depends in part upon us acquiring, maintaining and protecting proprietary rights to
these products and technologies. Although we seek to protect our intellectual property rights through a
combination of patents, trademarks, copyrights, trade secret laws, confidentiality procedures and licensing
arrangements, we cannot assure you that we will be able to protect our technology from misappropriation or
infringement. Qur competitors could successfully obtain exclusive intellectual property rights to technologies
which they develop that are substantiatly equivalent or superior to our technology, which would likely hurt our
market position. Moreover, we cannot assure you that any of our existing intellectual property rights will not be
invalidated, circumvented, challenged or rendered unenforceable. In addition, the laws of some countries in
which we offer or plan to offer our products through our foreign licensees may not protect our intellectual
property rights to the same extent as the laws of the United States and/or Canada, increasing the possibility of
piracy of our technology and products.

It may be necessary to litigate to enforce our intellectual property rights, to protect our trade secrets or to
determine the validity and scope of the proprietary rights of others. Such litigation can be time consuming,
distracting to management, expensive and difficult to predict. Our failure to protect or enforce our intellectual
property rights could have an adverse effect on our business and results of operations.

If a court determines that our technology infringes on third parties’ intellectual property, we will likely face
significant costs and we may lose our rights to the technology, which would harm our business.

We may be subject to infringement claims as the number of products and competitors in our industry grows.
It is possible that we will inadvertently violate the intelleciual property rights of other parties and those third
parties may choose to assert infringement claims against us. If we are unsuccessful in any litigation based on a
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claim of infringement, in addition to exposure to substantial monetary damages, we could be required to expend
considerable resources to modify our products, to develop non-infringing technology or to obtain licenses to
permit our continued use of the technology that is the subject matter of the litigation, If we are unsuccessful at
these endeavors we may be enjoined from using the technology subject to the infringement claim which,
depending on its importance to our product line and business, could cause us to incur substantial liabilities and
could adversely affect our profits, perhaps significantly. In addition, any future litigation to defend ourselves
against allegations that we have infringed the rights of others could result in subsiantial costs to us, impede the
development and sale of the affected product or intellectual property and divert the efforts of our technical and
management personnel, even if we ultimately prevail.

We depend on a limited number of third parties to manufacture and supply infrastructure components for our
principal products. If our suppliers cannot provide the components or services we require, our ability to
market and sell our products could be harmed.

Currently we rely on a sole supplier to manufacture our LoJack Units, a critical component of our LoJack
System. If our supplier fails to supply these components in a timely manner that meet our quantity, quality, cost
requirements, or technical specifications, we cannot be assured that we will be able to access alternative sources
of these components within a reasonable period of time or at commercially reasonable rates. A reduction or
interruption in supply of the LoJack Units that we purchase from our suppliers, or a significant increase in the
price of these units, could have a material adverse effect on our marketing and sales initiatives regarding our
LoJack System, which would hurt cur business objectives and financial results domestically and internationally.

Failure to create and maintain strategic relationships with qualified and effective third party installers could
have a material adverse affect on our business.

We have established strategic relationships with a number of organizations that we believe are critical to the
cost effective distribution of our products. In 2002, we began to use automobile dealers and distributors to install
LoJack Units as part of various programs intended to improve the cost effectiveness and efficiencies in selling
and installing LoJack Units. A large percentage our unit installations are performed by third party installers.
Failure to continue existing relationships and form new relationships with third party installers would hurt our
profits and revenue growth, There is no guarantee that we will maintain these relationships or form new strategic
relationships in the future. In addition, although we monitor the quality of third party installations of our products
through our quality, control processes, services offered by third parties may not meet our standards. If we are
unable to adequately address any performance issues by our third party mslallers we could lose sales
opponunmes which could harm our reputation and reduce our profits.

Our_resuftﬁ of operations will be adversely affected if we fail to realize the Jull value of our intangible assets.

As of December 31, 2006, our total assets included $52,703,000 of goodwill and net intangible assets. These
assets consist of $46,287,000 of goodwill associated with our Boomerang acquisition and $6,416,000 of
intangible assets associated with securing patent rights, trademark rights and technology licenses, net of
accumulated amortization. We test these items on an annual basis for potential impairment by comparing the
carrying value to the fair market value of the reporting segment to which they are assigned.

Adverse changes in our business or the failure to grow our Boomerang segmem may result in impairment of
our goodwill which could adversely affect our results of operations.

RISKS RELATING TO OUR COMMON STOCK

Sizeable future sales of our common stack may depress the share price for our common stock or prevent or
delay our ability to sell equity investments in our Company at competitive rates.

If we or our shareholders sell sizeable amounts of shares of our common stock, including shares issued upon
the exercise of options, or if the perception exists that we or our shareholders may sell a substantial number of
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shares of our common stock, the market price of our common stock may. fall. In addition, any substantial sales of
these securities in the public market might make it more difficult for us to sell equity or equity related securities
in the future at a time and in a place we deem appropriate or necessary for our business objectives.

Certain provisions of our governing documents and Massachusetts law n;ight make a takeover of us more
difficult, which could impede the ability of our shareholders to benefit from changes in our management and
board of directors.

Provisions in our restated articles of organization and amended by-laws and in the Massachusetts corporate
law may make it difficult and expensive for a third party to pursue a tender offer, change in control or takeover
attempt which is opposed by our management and board of directors. Shareholders who might desire to
participate in such a transaction may not have an opportunity to do so. Our board of directors has the authority to
issue preferred stock in the future with voting or other rights or preferences superior to those of our common
stock. The issuance of preferred stock could make it more difficult for third parties to acquire a majority of our
outstanding voting stock which could have the effect of delaying, deferring or preventing a change in our control
that may be desired by some shareholders. Also, we have adopted a rights plan that effectively prevents any
person from acquiring 15% or more of our common stock. Finally, Massachusetts law (1) prohibits us from
engaging in a merger, consolidation, stock or asset sale and other specified business combinations with' a
shareholder who owns or owned, in the past three years, 5% or more of our voting stock unless the transaction is
approved in a prescribed manner and (2) provides that any shareholder who acquires 20% or more of our
outstanding voting stock may not vote that stock unless our disinterested shareholders so authorize. These
provisions have the effect of discouraging third parties from attempting to acquire us or to acquire control of us,
even if the attempt would result in a premium over market price for the shares of our common stock held by our
shareholders. These anti-takeover provisions could substantially impede the ability of our shareholders to benefit
from a change in control or to change our management and board of directors.

Changes in accounting rules for stock-based compénsation may adversely affect our opemtmg results, our
stock price and our competitiveness in the employee marketplace.

We have a history of using employee stock options and other stock-based compensation to hire, motivate
and retain our employees. In Decernber 2004, the Financial Accountmg Standards Board, or the FASB, issued
Statement of Financial Accounting Standards, or SFAS, No. 123(R), “Share-Based Payment,”, or SFAS 123(R),
which required us, starting January 1, 2006, to measure compensation costs for all stock-based compensation
(including stock options) at fair value and to recognize these costs as expenses in our statements of income. The
recognition of these expenses in our statements of income has had a negative effect on our earnings per share,
and could negatively impact our future stock price. In addition, if we reduce or alter our use of stock-based
compensation to minimize the recognition of these expenses, our ability to recruit, motivate and retain employecs
may be impaired, which could put us at a competitive disadvantage in the employee marketplace. S

The foregoing risk factors maybe considered forward-looking statements. We undertake no obligation to
release publicly the result of any revision to these forward-looking statements that may be made to reflect events
or circumstances after the date hereof or to reflect the occurrence of unanticipated events. .

ITEM 1B—UNRESOLVED STAFF COMMENTS

None.

ITEM 2—PROPERTIES

Our executive offices are located in Westwood, Massachusetts, under leases for such space expiring in
December 2011. We maintain a facility located in Canton, Massachusetts for our engineering operations under a
lease that expires in September 2007. We also maintain facilities in Palmdale, California and Westwood,
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Massachusetts for. our Call Center operations under leases that expire in February 2012 and May 2008,
respectively. In addition, we lease facilities for our sales and operations personnel in California, Colorado,
Florida, Georgia, New Jersey, Pennsylvania and Texas under operating leases that expire from 2007 to 2011.

The head office and marketing and customer care facilities for our Boomerang segment are located in leased
premises in Montreal, Quebec. We also lease space in St. Leonard (Montreat), Quebec in which research and
development, product assembly, installation and sales activities are carried out, and space in Mississauga,
Ontario for certain sales personnel. The Montreal lease expires in February 2010, the St. Leonard lease expires in
2008 and the Ontario lease expires in January 2008.

We also maintain facilities in Dublin, Ireland and Rome and Milan, kaly for our administrative, sales and
operations persennel that expire in 2009, 2011 and 2012, respectively.

We do not own any real estate,

Because our operations do not require any special facilities, we do not anticipate any difficulty in finding
space adequate for our purposes at reasonable rates, should the need arise. We believe that our current facilities
are adequate for our operations. '

ITEM 3—LEGAL PROCEEDINGS

Other than as set forth below, we were not a party to any material legal proceedings during the fiscal year
ended December 31, 2006.

In April, 2003 we brovght suit against Clare, Inc., or Clare, a wholly owned subsidiary of TXYS Corporation
(NASDAQ: SYXI), claiming that Clare had breached a contract with us and asserting additional claims. On
February 8, 2006 a jury in the Superior Court of Norfolk County, Massachusetts, or the Court, returned a
favorable verdict in our suit against Clare and awarded us damages in the amount of $36,700,000.

On May 30, 2006 the Court entéred judgment for damages awarded by the jury in the amount of
$36,700,000, pre-judgment interest at the rate of 12% per annum of $6,941,984, legal fees of $679,332 and costs
of $28,861, for a total judgment of $44,350,177. Under Massachusetts law, judgments for the payment of money
bear post-judgment simple interest from the day of entry at the same 12% rate per annum as provided for
prejudgment interest, Peo :

On July 25, 2006 a Justice of the Court ordered that the jury verdict in favor of LoJack be reduced to
approximately $6,800,000 inclusive of pre-judgment interest and previously awarded attorneys fees and costs.
The basis of the decision was that a portion of the jury's verdict was not supported by trial testimony. We believe
that the testimony was adequate to support the jury’s verdict. LoJack has filed an appeal of this decision with the
Massachusetts Appeals Court, and Clare has appealed the verdict against it.

We will not record the award in our financial statements until such time as all legal remedies have been
exhausted, a decision by the court(s) is made final and payment has been recelved or is assured of being
collected.

On April 14, 2006, a suit was filed against us in the United States District Court for the Central District of
California by an employee alleging violations of the Fair Labor Standards Act, the California Labor Code and the
California Business & Professions Code, and seeking class action status. The Plaintiff contends that we
improperly credited break time and overtime pay and seeks unspecified monetary and injunctive relief. We are
assembling and reviewing relevant records and information, and discovery is underway. We have filed an answer
denying any liability with respect to these claims and intend to vigorously defend this case. However, it is
possible that material losses could be incurred in this matter as the case develops. Due to the fact that the plaintiff
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is seeking unspecified damages and that the case is still in its early stages, we cannot at this time predict the
outcome of the case nor estimate the possible loss or range of loss we could incur if there were an unfavorable
outcome with respect to this litigation. If the final resolution of this lawsuit is unfavorable to us, our financial
condition and results of operations might be materially adversely impacted.

ITEM 4—SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

PART 11
ITEM 5—MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES
Market Information

Our common stock is traded on the NASDAQ Global Select Market under the symbol: LOJN.

Stockholders

On March 8, 2007, there were 2,032 record holders of our common stock. We belié\;e the actual number of
beneficial owners of our common stock is approximately 15,000 because a large number of the shares of our
common stock are held in custodial or nominee accounts for the benefit of persons other than the record holders.

Dividends

We have never paid a dividend, and have no current intentions to pay a dividend. At the present time we
expect that future earnings will be retained for use in our business. Our line-of-credit and demand facilities with
our banks permit the payment of dividends so long as such payments do not cause noncompliance with certain
loan covenants. :

Issuer Purchases of Equity Securities

In 1996, our Board of Directors authorized a stock repurchase plan, or the Repurchase Plan. The Repurchase
Plan, as amended several times since that date, authorized us to purchase up to 9,200,000 shares of our
outstanding common stock. Through February 27, 2006, the date the Repurchase Plan was terminated, we had
repurchased 8,792,002 shares for a total of $82,131,000.
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On February 28, 2006, our Board of Directors authorized a new stock repurchase plan, or the 2006
Repurchase Plan. The 2006 Repurchase Plan, which replaces and is not additive to the Repurchase Plan,
authorizes us to purchase up to 2,000,000 shares of our outstanding common stock over the next two years.
Through December 31, 2006, we had repurchased 1,244,566 shares under the 2006 Repurchase Plan at a cost of
$24,252,000 or an average price of $19.49 per share. On December 19, 2006 the Board of Directors increased the
remaining repurchase authorization to 2,000,000 shares. Repurchase activity for the vear ended December 31,
2006 is as follows;

{c} Total Number of (d) Maximum

Shares Purchased as Part Number of Shares
(a) Total Number of Of Publicly that May Yet Be
Shares {b) Average Price  Announced Plansor  Purchased Under the
Period Purchased (1) Paid per Share Programs Plans or Programs
January | to January 31,2006 . .... 32,300 $24.90 32,300 424998
February | to February 28, 2006 . .. 17,000 23.00 17,000 407,998
March 1 to March 31,2006 ....... 482,724 22.05 482,724 1,517,276
Aprnit 1 to April 30,2006 ......... — — — 1,517,276
May 1toMay 31,2006 .......... 411,000 17.88 411,000 1,106,276
~June 1 to June 30,2006 .......... 349,642 17.81 349,642 756,634
July 1 to July 31,2006 ...... e — — . — 756,634
August | to August 31,2006 .. .... 1,200 16.78 1,200 755,434
September 1 to September 30,

0 — — — 755,434
October | to October 30,2006 . . ... — — — 755,434
November 1 to November 30, '

2006 ... — — — 755,434
December 1 to December 31, .

2006 ... ... — — — 2,000,000
Total ... ... ... .. . L. 1,293,866 $19.65 1,293,866 2,000,000

(1) No shares have been purchased by us other than through our publicly announced stock repurchase program.

Unregistered Shares of Equity Securities

None.

Common Stock Sales Price Information R .

The following table sets forth the range of the high and low sales price information for our'common stock
. for the periods indicated, as reported by the NASDAQ Global Select Market. This information reflects inter-
dealer prices, without retail mark-up, markdown or commission and may not necessarily reflect actual

transactions.
. High Low

Year Ended December 31, 2006
FirstQuarter ......... oottt e .. $26.79  $21.05
Second Quarter ....... ... .. i e e P 24.60 16.11
Third Quarter . . ... .. e e e 21.48 15.10
* FourthQuarter ...... ... ... ... . e 21.04 14.75

Year Ended December 31, 2005
First Quarter ... e e, $1539  $11.88
Second QUarer . ......... . ittt e e 18.00 12,78
Third QUarter . .. o e e e e e e 22.70 16.71
Fourth Quarter .. . ... . . . e 29.00 17.70




Stock Performance Graph . _

The following line graph compares the yearly percentage change in the cumulative shareholder return on the
Company’s Common Stock to the NASDAQ Market Index and a Company-selected peer group index over the
five-year period beginning December 31, 2001 and ending December 31, 2006. Cumulative shareholder return
has been measured on a weighted-average basis based on market capitalizations of the component companies
comprising the peer group index at the close of trading on the last trading day preceding the beginning of each
year assuming an initial investment of $100 and reinvestment of dividends.

The Company’s peer group index consists of AudioVox Corporation, Directed Electronics, Inc., I. D.
Systems, Inc., [turan Location & Control Ltd., Garmin Ltd., Numerex Corporation and Trimble Navigation Ltd.
The Company selects its peers based on products and markets similar to the Company's. The Company notes that
in the past 12 months the number of companies developing and marketing wireless communications products that
have security applications or are used directly in vehicles has increased significantly. In order to reflect such a
trend, the Company’s peer group will change from time to time. In 2006, the Company added Directed
Electronics, Inc. and Ituran Location & Control, Ltd. to its peer group replacing Alanco Technologies, Inc., At
Road, Inc. and Qualcomm, Inc. We feel these changes more accurately depict the tracking and recovery of
valuable mobile assets market segment that we should be compared against.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

Among Lojack Corporation, The NASDAQ Composite Index
And A Peer Group
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$500 | : o
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—8— Lojack Corporation — -A— NASDAQ Composite - - O - -Peer Group
Source: Returns were derived from Research Data Group, Inc. N
Nate: The stock price performance shown on the graph above is not necessarily indicative of future price performance. This graph shall
not be deemed “filed” for purposes of Section 18 of the Securities and Exchange Act of 1934 (the “Exchange Act"} or otherwise subject to the

liabilities of that section nor shall it be deemed incorporated by reference in any filing under the Securities Act of 1933 or the Exchange Act,
regardless of any general incorporation language in such filing. .
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ITEM 6—SELECTED FINANCIAL DATA

The selected condensed consolidated financial data set forth below are derived from our audited
consolidated financial statements. In October 2004, we acquired Boomerang and its respective information has
been included in the consolidated statements of income and condensed consolidated balance sheets for the
appropriate periods since its acquisition. The information set forth below should be read in conjunction with
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” at Item 7 and the
consolidated financial statements and notes thereto at Item 8. ‘

Year Ended December 31,
. 2006 (1) 2005 2004 2003 - 2002
CONDENSED CONSOLIDATED
- STATEMENTS OF INCOME . ,
(in thousands, except share and per share ’
information):
Revenues ...............c s, $ 213288 % 190,726 $ 145,691 §. 125808 $ 116,426
Costofgoodssold .................... 99,933 89,003 69,250 61,893 59,162
Grossmargin . ..........oiiiiaaiian. 113,335 101,723 76,441 63,915 57.264
Costsand expenses . .................. 89,866 74,872 60,264 51,531 54,200
Operating income .. .................. 23,489 26,851 - 16,177 12;384 3,064
Interest income (expense) and » ‘
other—net ......... [ 1,046 ' 669 - 875 100 (65)
Income before provision for income :
CAKES .. e P 24535 27,520 17052 12,484 2,999
Provision for income taxes ..... P 8,028 9,081 6,652 4,869 1,170
Netincome ...................cc.cnn- 3 16,507 $ 18,439 § 10,400 $ 7,615 $ 1,829
Basic earnings pershare ............... $ 090 $ 1.03 § 067 $ 051'% - 012
Diluted earnings per share . . ............ 3 0.86 §$ 096 § 064 % 0518 0.12
Weighted average shares outstanding; ' - : - ,
Basic ...l 18,334,033 17,922,792 15,605,155 14,913,199 14,692,225
Diluted ............. .. ... ... 19,243,563 ' 19,189,525 16,281,720 15,054,986 14,726,131
CONDENSED CONSOLIDATED BALANCE SHEET DATA:
December 31,
2006 2005 2004 2003 2002
(in thousands): , . :
Working capital ...................... $ 61397 % 673408 30560 §  21,572.% 12,855
Totalassets ... ..covvinnninvinnnn 202,020 191,563 149,522 64,574 55,003
Long-term debt and capital lease .
obligations ............ ... ... .. ..., 9,242 14,520 20,900 174 1,064
Total liabilities ...................... 92,020° 87,307 85,572 35,386 34,635
Total s_tockholders’ equity ........ ... ... 110,000 103,978 63,950 29,188 20,368

(1) In 2006, we adopted SFAS 123(R) which requires the expensing of stock options and shares purchased
through our Employee Stock Purchase Plan, or ESPP. As a result of adopting the new standard, Operating
income decreased by $1,487,000, Net income decreased by $1,217,000, Basic eamings per share decreased
by $0.07 and Diluted earnings per share decreased by $0.06. In the fourth quarter of 2006 approximately
$1.500,000 and $.08 were included in Net income and Basic and Diluted earnings per share, respectively,
relating to expenses associated with the retirement of the Company’s former Chairman and Chief Executive
Officer. : ' )
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ITEM 7—MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS | : (

The following discussion should be read in conjunction with the consolidated financial statements and notes
thereto included at Item 8. ‘ ‘

Overview

We are a leading global provider of technology products and services for the tracking and recovery of
valuable mobile assets. Our proprietary technology, wireless network and unique integration with law
enforcement agencies provide an effective means for tracking and recovery of stolen vehicles and construction
equipment. In October 2004, we acquired Boomerang, the dominant marketer and provider of stolen vehicle
recovery technology in Canada. In 2005, we expanded the use of our technology to motorcycles.

We have three separately managed and reported business segments: domestic, international and Boomerang.

Domestic Segment

We develop and market the LoJack System, a unique, patented system designed to assist law enforcement
personnel in locating, tracking and recovering stolen vehicles. We also offer LoJack Early Warning as an option
to the LoJack System which provides early notification to a vehicle owner in the event an unauthorized user is
operating the vehicle.

QOur revenues in the United States are derived primarily from the sale of LoJack Units, LoJack Early
Warning, warranty and extended products to consumers. Approximately 83% of domestic sales are made through
a distribution network consisting of dealers of new and used automobiles. We have strong consumer brand
awareness in the United States and in many areas around the world.

We continue to expand our installation capacity and increase efficiencies by adopting alternative instaliation
methods through contracting with certified dealers and other third parties to perform the installation of the
LoJack Unit. We monitor the quality of these alternative installations through the use of an expanded quality
control process. We maintain full warranty service of LoJack Units, both for the convenience of dealers through
which the LoJack Units are marketed and to maintain a high degree of quality control and security over our
technology.

We also offer an extended warranty at the point of sale to new customers and through direct sales efforts to
existing customers. '

We record additions to deferred revenue for our LoJack Early Waming product and certain warranty
products for which we have been deemed to be the primary obligor of the underlying contract. We receive full
payment typically within 60 days of the transaction, but recognition of the deferred revenue is spread over the
estimated life of the product or service. These payments are a significant component of our cash flow from
operations. Additions of these components of deferred revenue were $16,165,000 for the year ended
December 31, 2006, compared to additions of $ 15,616,000 for the same period in 2005.

International Segment

[nternationally, our licensed stolen vehicle recovery technology is operational in 27 countries and territories
around the world. We have a licensed presence in Latin and South America, Europe and Africa, and the Asia
Pacific Rim. These revenues consist of product sales, royalties and license fees. Revenues from the international
segment comprised approximately 22% of consolidated revenues for the year ended December 31, 2006,
compared to 22% in 2005 and 21% in 2004, respectively.
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We record additions to deferred revenue for international license fees and recognize the revenue over the
term of the license (generally ten years). Royalty revenues are recognized when earned.

Purchasers of LoJack Units in laly are required to purchase a service contract with LoJack Italia. The terms
of service contracts offered range from 12 to 36 months and are payable in full upon activation of the related unit
or renewal of a previous service contract.

Boomerang Segment

Revenues from our Boomerang segment are derived primarily from the sale of Boomerang, Boomerang?2
and BoomerangXpress, Boomerang Espion and Boomerang Espion Alert Units, related products, and service
contracts. Revenues from the Boomerang segment comprised approximately 10% of consolidated revenues for
the year ended December 31, 2006. Approximately 20% of revenues are derived from the sale of Boomerang,
Boomerang? - and ‘BoomerangXpress Units through auto accessory retailers and automobile dealers.
Approximately 80% of revenues are derived from service contracts. More than 45 insurance companies based in
Quebec and Ontario offer rebates to customers who install a Boomerang Unit in their high priced or high risk of
theft vehicles, and in many instances, require installation of a Boomerang Unit in such vehicles.

Purchasers of Boorncrang Unlts are requlred to also purchase a service contract. The terms of service
contracts offered range from 12 to 60 months and are payable in full upon activation of the related unit or
renewal of a previous service contract.-As of December 31, 2006, there was approximately $11,316,000 of
deferred revenue resulting from approximately 125,000 active service contracts. Customers are also offered a
monthly payment option,

Recent Developments and Trends

Many companies in the vehicle security market have stated that they offer stolen vehicle recovery solutions
and many automobile manufacturers are installing GPS products at the factory. These factors have not had a
material adverse impact on our revenues, unit sales or penetration rates to date. While the long-term impact of
these trends is hard to predict, we are evaluating the effectiveness of additional complementary technology
combining GPS and/or cellular based communications with our time-tested RF based stolen vehicle recovery
technology. , "

The percentage of domestic units instalied by third parties rose to 41% of total domestic installations for the
year ended December 31, 2006 compared to 38% and 27 % for the years ended December 31, 2005 and 2004,
respectively, decreasing average direct instaliation labor cost per unit due to productivity improvements and the
shift of expenses from fixed to variable.

Our bulk installation program which was introduced in 2005 represented 24% of domestic installations for
the year ended December 31, 2006 compared to 15% for the year ended December 31, 2005. The bulk
installation program provides a significantly higher penetration of new car sales, improved cost efficiencies and a
deeper relationship.with our dealer customers. While we experienced significant growth in ramping up this
initiative in 2006, we expect the program to stabilize to around 30% of total domestic instatlations in 2007.

Key Factors of our Business

‘Key factors and areas of focus by our senior management include: (1) focusing on increasing penetration
rates through our existing automobile dealer channel and markets; (2) sharing best practices among our
international licensees and analyzing those practices which have been successful, including the effectiveness of
strategic relationships with distributors, insurance companies and original equipment manufacturers, and the
success of different pricing models such as those that include recurring payments; {3) continuing to reduce
domestic and international manufactured product costs; (4) continuing to develop improved technology and
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products, including collaborating with SCI in creating new cargo and tracking recovery products; (5) increasing
the sales of our commercial offerings and motorcycle product; (6) continuing to develop relationships with
insurance companies to help drive demand, where applicable; and (7) successfully completing our initiative to
own and operate a LoJack stolen vehicle recovery network in Italy We evaluate our financial condition and
operating performance based on the progress in achieving the key factors listed above.

Critical Accounting Policies and Estimates

The consolidated financial statements include LoJack, our wholly-owned subsidiaries on a consolidated
basis and SCI for which we use the equity method of accounting. Intercompany transactions and balances are
eliminated in consolidation. Management is required, in certain instances, to use estimates and assumptions that
affect the amounts reported in the consolidated financial statements and the notes thereto. The actual results
could differ from those estimates. Qur accounting policies are described in note 1 to the consolidated financial
statements included herein at Item §. A “critical accounting policy” is one that is both important to the portrayal
of our financial condition and results of operations and requires management’s most difficult, subjective and
complex judgments, often as a result of the need to make estimates about the effect of matters that are inherently
uncertain. The significant accounting policies and estimates, which we believe to be the most critical in
understanding and evaluating our reported financial position and results of operations, include:

Revenue Recognition and Deferred Revenue. We earn revenues primarily from the domestic sale and
installation of LoJack Units and LoJack Early Warning, the sale of products and components to international
licensees, the receipt of international license fees and royalties, the sale of extended and enhanced warranty
programs, the sale of our Boomerang products and service contracts.

We generally recognize revenue on domestic and Canadian sales of LoJack Units and Boomerang Units and
related products upon installation, or upon shlpment to our mstallauon partners and dlStl’lbUtOI‘S when all revenue
recognition criteria have been met. ‘ .

Revenues relating to the sale of LoJack Early Warning are recognized over the period of the estimated life-
of vehicle ownership, which management estimates is approximately five years. If the estimated life of vehicle
ownership proves to vary materially from the estimates we use, we would be required to change our estimates,
which could result in material differences in the amount of revenue recogmzed in any given period. Historically,
there have not been any changes to our five-year estimate.

Revenues refating to the sale of service contracts by our Boomerang segment are recognized over the life of
the contract. The term of service contracts offered ranges from 12 to 60 months and are payable in full upon
activation of the related unit or renewal of a previous service contract.

We sell several types of extended warranties. For those warranties to which a third party, and not us, is the
primary obligor, we recognize payments for these insurance contracts, net of related costs, in revenues at the time
of sale. If the laws of jurisdictions change so that we are determined to be the primary obligor, revenues may
have to be deferred under such circumstances. Effective January 2007, we changed insurance underwriters and
negotiated more favorable rates for our extended warranty products for automobiles. The new underwriter is an
authorized provider of insurance services in all states in which we currently operate and thus as primary obligor
grants us the ability to recognize revenue, net of related costs at the time of sale.

For those warranty agreements entered into before January 1, 2007 for which we are the primary obliger,
revenues are deferred and recognized over the estimated term of the warranties, determined to be equivalent to
the estimated life of vehicle ownership, which is five years. If the estimated life of vehicle ownership varies
significantly from the estimates we use, material differences in the amount of revenue recognized in any given
period could result. Incremental costs directly relaied to the provision of such warranties are deferred and
charged to expense proportionately as the revenues are recognized. Any remaining warranty costs relating to
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actual claims made are recognized when incurred. We believe the likelihood of material changes to the average
estimated life of vehicle ownership is low,

Accounts Receivable. Domestic accounts receivable are due principally from automobile dealers that are
geographically dispersed. If the creditworthiness or the financial strength of the dealers were to decline, there
could be an adverse effect on our operating results and cash flows.

The terms under which we generally sell products and components of the LoJack System to international
licensees include cash prepayments, purchased private trade credit.insurance or, most commonly, established
payment terms. Should geopolitical situations change in the countries where our international licensees operate, -
there could be additional credit risks.

Accounts receivable related to our Boomerang segment consist of payments due from our automotive
dealers and accessory retailers. '

In the normal course of business, we monitor the financial condition of our customers. Our management
does not believe that we have significant exposure to any individual customer. We have established an allowance
for doubtful accounts that corresponds to the creditworthiness of our customers, historical trends and economic
circumstances. Changes to these csumates are possible and could result in a material effect on our reported
results of operations.

Valuation of Investments. Periodicaily, we have made equity investments in our international licensees and
other entities. As of December 31, 2006, investments in international licensees, totaling $3,995,000, included a
12.5% equity interest, with a carrying value of $1,541,000, in our Mexican licensee and a 7.74% equity interest,
with a carrying value of $2,454,000, in our French licensee. We do not exercise significant control over these
licensees, and as such we account for these investments using the cost method of accounting. Under the cost
method of accounting, investments are carried at cost and are adjusted only for other-than-temporary declines in
fair value, distributions of earnings and additional investments made. The carrying values of these investments
are periodically reviewed. Based upon projections of anticipated future cash flows, market conditions, legal
factors, market potential, operational performance, and in some cases, independent appraisals, we have
concluded that there are no impairments to the fair value of these investments that should be viewed as other-
than-temporary. We may be required to record an impairment charge in a future period under conditions such as:
(1) a licensee requires additional capital and is unable to raise sufficient capital to continue operations, (2) a
licensee raises sufficient capital, but at-a lower stock price than currently valued, and/or (3) the operations and
future cash flows of the licensee vary significantly from current projections, adversely affecting the viability of
the business. We have not recorded any gains or losses on these investments through December 31, 2006. While
we belicve that our estimates are reasonable, different assumptions regarding items such as future cash flows and
the volatility inherent in operating in these international markets could materially affect our evaluations and
result in impairment charges against the'carrying value of these investments. See also note 7 to the consolidated
financial statements included herein at ‘lgen;; 8.

In October 2006, we entered into a stock purchase agreement with SCJ, a Bothell, Washington based
company with revenues under $5.0 million providing solutions for cargo stock theft prevention, investigation,
tracking and recovery, Under the agreenient we invested $3.0 million of cash to be used for investment in the
cargo and tracking recovery business. In return, we received a 40% minority ownershlp in SCI and representation -
on its Board of Directors. SCI will leverage its existing experienced sales force to sell the recently branded
“LoJack inTransit” service. In addition, we received warrants to purchase 3, 600 000 shares of SCI Class A
common stock over an eight year period with exercise prices of between $1.00 and $1.92 per share. We have
allocated $109,000 of our investment in S$CI to these warrants. Because of exphcn net settlement provisions, the
warrants must be accounted for as a denvauve at fair value.

We have applied the prowsmns of Financial Accounting Standards Board Interpretation, or FIN, No. 46(R),
Consolidation of Variable Interest Entities, or FIN 46(R), in evaluating our investment in SCI. The Company has
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concluded that it is not deemed to be the primary beneficiary of the variable interest,entity and has applied the
provisions of Accounting Research Bulletin No. 51, Consolidated Financial Statements and APB Opinion No. 18,
The Equity Method of Accounting for Investments in Common Stock, in accounting for our investment in SCIL. We
will account for our investment in SCI using the equity method and will recognize our pro rata share of SCI's
operating results in our consolidated statement of income. For the year ended December 31, 2006, we recognized
in other income (expense) $187,000 of SCI’s losses since the date of our investment. The carrying vatues of the
investment and warrants will be penodlca]ly reviewed for indications of impairment. Based upon projections of
anticipated future cash flows, market conditions, legal factors, market potential and operational performance, we
will make a determination whether there is any impairment to the fair value of this investment that should be
-viewed as other-than-temporary. ‘

Accounting for Stock Warrants. In June 2005 we entered into a ten year trademark license agreement with
Absolute Software, a Vancouver, British Columbia, Canada based computer theft recovery company to brand its
consumer offering “LoJack for Laptops”. In addition to an annual per unit royalty, Absolute issued to us 500,000
warrants to purchase Absolute’s common stock with vesting on a pro rata basis over a five year period
commencing on July 1, 2006. In accordance with Emerging Issues Task Force EITF Issue No. 00-8, Accounting
by a Grantee for an Equity Instrument to be Received in Conjunction with Providing Goods or Services, the
Company has concluded that a measurement date is not achieved until the warrants become vested and
exercisable. Prior to reaching a measurement date, the fair value of unvested warrants is calculated utilizing a
Black-Scholes option pricing model and the earmed and unearned revenue is adjusted to fair value. Once a
measurement date has been reached, the fair value of vested warrants is measured and the earned revenue
becomes fixed with amortization occurring over the remaining life of the licensing: agreement. Subsequent to
reaching a measurement date, the vested warrants will be accounted for as derivatives under SFAS No. 133,
which requires that the warrants be recorded at fair value at each reporting date with any changes in fair vaiue
being recorded in the income statement. We classify the gains on investments in other income. During 2006, we
recognized $301,000 in revenue and $398,000 in other income related to the Absolute warrants. Our revenue and
investment gains in the future will vary depending upon the fair value of Absolute’s common stock.

Valuation of Long-Lived Assets, Intangibles and Goodwill. As part of the October 2004 acquisition of
Boomerang, we recorded certain identifiable assets and goodwill (see notes 1, 5 and 6 to the consolidated
financial statements included herein at Item 8). We assess the impairment of identifiable intangibles, long-lived
assets and goodwill whenever events or changes in circumstances indicate that the carrying value may not be
recoverable and at least annually, in the fourth quarter, in the case of goodwill. Given the segment’s most recent
operating performance we undertook a critical reassessment of its business model and prospects for success. The
success of the launch of the Espion and BoomerangXpress products, renewed penetration of the insurance market
in Quebec and successful expansion into Ontario and British Columbia is critical in the valuation of the reporting
unit’s goodwill and long lived assets. Any significant delay or failure in any of these initiatives could negatively
impact our valuation and result in an impairment. If it is determined that the carrying value of intangibles, long-
lived assets andfor goodwill might not be recoverable based upon the existence of one or more indicators of
impairment, we measure any impairment by comparing the carrying value of the asset to its fair value. No such
impairment charges have been recorded to date. At December 31, 2006 and 2003, there was $52,703,000 and
$53,931,000, respectively of intangible assets, of which $46,287,000 and $46,303,000, respectively, represented
goodwill. Impairment of intangible assets and goodwill could result in a material, non-cash expense in the
consolidated statement of income. '

_ Income Taxes and Deferred Taxes. Our annual tax rate is based on our income, statutory tax rates and tax
planning opportunities available to us in the various jurisdictions in which we operate. Significant judgment is
required in determining our annual tax expense and in evaluating our tax positions. We establish reserves at the
time we determine it is probable we will be liable to pay additional taxes related to certain matters. We adjust
these reserves, including any impact on the related interest and penalties, in light of changing facts and
circumstances, such as the progress of a tax audit.
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A number of years may elapse before a particular matter for which we have established a reserve is audited
and finally resolved. The number of years with open tax audits varies depending on the tax jurisdiction. While it
is often difficult to predict the final outcome or the timing of resolution of any particular tax matter, we record a
reserve when we determine the likelihood of exposure is probable. Such liabilities are recorded in the line item
accrued income taxes in the Company’s consolidated balance sheets. Settlement of any particular issue would
usually require the use of cash. Favorable resolutions of tax matters for which we have previously established
reserves are recognized as a reduction to our income tax expense when the amounts involved become known. For
example, we settled various tax matters with taxing authorities during 2006 and 2005, respectively, and
recognized benefits totaling $845,000 and $710,000, respectively.

We file federal and state income tax returns in the United States and tax retirns in 10 international
jurisdictions. We must estimate our income tax expense after considering, among other factors, diffenng tax rates
between jurisdictions, allocation factors, tax credits, nondeductible items and changes in enacted tax rates. A 1%
change in our 2006 effective income tax rate would have the effect of changing net income by approximately
$245,000, or $0.01 per diluted share after tax. Deferred taxes arise because of the different treatment between
financial statement accounting and tax accounting, known as “temporary differences.” The tax effects of these
temporary differences are recorded as “deferred tax assets” and “deferred tax liabilities” on the consolidated
balance sheet. Deferred tax assets generally result in tax deductions or credits subscquent to the period in which
the.related item was recorded.in the consolidated statement of income. At December 31, 2006, we recorded a
deferred tax asset of $1,430,000 related to LoJack Italia’s and our Chinese subsidiary’s cumulative net operating
losses since inception. A valuation allowance has been established against these losses because we determined
that it is more likely than not that such tax benefits will not be realized because of the lack of historical earnings
in ltaly. If sufficient evidence of our ability to generate future taxable income in either or both of these foreign
countries becomes apparent, we may be required to reduce our valuation allowance, which may result in income
tax benefits in our consolidated statement of income. It is anticipated that we will record additional valuation
allowances for LoJack Italia and China in the next three to four year period as they are expected to generate
additional net operating lossés. Deferred tax liabilities typicélly reflect a current tax deduction for which the
related item has not yet been recorded in the consolidated statement of income. The carrying value of deferred
tax assets assumes that there will be sufficient future taxable income generated in certain tax jurisdictions, based
on estimates and assumptions. We evaluate the realizability of the deferred tax assets and assess the need for a
valuation allowance on a quarterly basis.

Effective January 1, 2006 LoJack Equipment Ireland Limited commenced operations. As a result of this new
business structure a substantial part of our international business activities will be supported by LoJack Ireland.
With the exception of certain royalty income payments all of LoJack Ireland’s business activities will be taxed at
12.5%.

As we continue to expand globally, there is a risk that, due to complexity within and diversity among the
various jurisdictions in which we do business, a governmental agency may disagree with the manner in which we
have computed our taxes. Additionally, due to the lack of uniformity among all of the foreign and domestic
taxing authorities, there may be situations where the tax treatment of an item in one jurisdiction may be treated
differently in another jurisdiction or that the transaction causes a tax liability 10 arise in another jurisdiction,

Additionally, undistributed earnings of a subsidiary are accounted for as a temporary difference, except that
deferred tax liabilities are not recorded for undistributed earnings of a foreign subsidiary that are deemed to be
indefinitely reinvested in the foreign jurisdiction. The Company has formulated a specific plan for reinvestment
of undistributed earnings of its foreign subsidiaries which demonstrates that such earnings will be indefinitely
reinvested in the applicable tax jurisdictions. Should we change our plans, we would be required to record
deferred tax liabilities totaling approximately $1.4 million {Also see Note 10),

The above list is not intended to be a comprehensive list of all of our accounting estimates. In many cases,
the accounting treatment of a particular transaction is specifically dictated by generally accepted accounting
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principles, with little need for management s judgment in their application. There are also areas in which
management’s judgment in selecting any available alternative would not produce a materially drfferent result.
See our audited consolldated financial statements and notes thereto included herein at Item 8, which contain
accountmg policies and other disclosures requtred by general]y accepted accountmg pnncrples in the United
States.

Recent Pronouncements

In July 2006, the FASB issued FIN No. 48, “Accounting for Uncertainty in Income Taxes”, or FIN 48. FIN
48 prescribes a recognition threshold and measurement process for recording in the financial statements uncertain
tax positions taken or expected to be taken in a tax return. FIN 48 also-provides guidance on derecogmtlon
classificatjon, interest and penalties, accounting in interim periods, disclosures and transitions. FIN 48 is
effective for us beginning January 1, 2007. We have not yet adopted this pronouncement but currently beheve it
will not have a material 1mpact on our consolldated financial posmon and results of operations.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”, or SFAS 157, Wthh
addresses how companies should measure fair value when they are required to use a fair value measure for
recognition or disclosure purposes under generally accepted accounting principles. The provisions of SFAS 157
are effective for us begmmng ‘January 1, 2008. We have not yet adopted this pronouncement and are c:urrently
evaluating the expected impact that the adoption of SFAS 157 will have on our consolidated financnal position
and results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair. Value Opnon for Financial Assets -and
Financial Liabilities”, or SFAS 159 which permits companies to elect to measure certain eligible items at fair
value. Subsequent unrealized gains and losses on those items will be reported in earnings. Upfront costs and fees
related to those items will be reported in earnings as mcurred and not deferred. SFAS 159 is effective for us
beginning January 1,2008. If a company elects to apply the provisions of the Statement to eligible items existing
at that date, the effect of the remeasurement to fair value will be reported as a cumulative effect’ adjustment to the
opening balance of retained eammgs Retrospective application will not be permitted. We are currently assessing
whether we will elect to use the fajr value option for any of our eligible items.

RESULTS OF OPERATIONS
Year Ended December 31, 2006 vs. Year Ended December 31, 2005
Revenues '

‘Revenues for the year ended December 31, 2006 increased by 12%, or $22,562,000, as compared to 2005.

For the year ended December 31 2006, revenues relating to our, domestlc segment increased by 13%, or
$16,771,000, as compared to 2005, pnmanly due to:

«  An increasé of $10,183,000, or 9%, in revenue resulting from a 19% increase in the number of dealer
and commercial LoJack Units sold during the period, partrally offset by a decrease in the average
revenue per unit sold, reflecting the increasing percentage of uhits installed as part of our bulk
installation program and units installed by our third party mstallers and distributors, as well as
increased incentives earned by customers. Units sold through the bulk installation program and units
installed by third party installation partners yield lower sales prices and reflects our goal to increase
dealer penetration and shift our focus to mcreasmg £ross margm dollars rather than gross margin
percentage;

«  Anincrease of $3,594,000, or 387%, in revenues recogmzed from the sale of LoJack for Motorcycles
units as a result of an increase in the number of states in whrch the procluct is being offered; s
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+  Anincrease of $2,141,000, or 69%, relating to our Early Warning product, as the number of units in the
installed base continues to grow. Revenue from this product is initially deferred and then recognized
over 5 years, the estimated life of vehicle ownership; and )

«+  Anincrease of $861,000, or 11%, in revenue recognized from the sa]e of warranty products,

For the year ended December 31, 2006, revenues related to our international segment increased by 13%; or
$5,363,000, as a result of a 28% increase in LoJack Units shipped, as compared to the same period a year ago
primarily due to:

*  Higher product revenue in our Latin/South America and Europe/Africa regions resulting from an
~ increase in the number of LoJack Units shipped to our licensees; and

¢ Anincrease of $1,146,000, or 31%, in royalty and other revenues, mainly due to the continued increase
in the number of Lo.lack Units installed in the licensees’ customer base, which positively lmpacts the
royalty calculations.’ ‘ :

For the year ended December 31, 2006, we recorded $19,919,000 in revenue relatinig to our Boomerang
segment, as compared to $19,491,000 for the same period a year ago. This increase was primarily due to the
strengthening of the Canadian Dollar in 2006 versus 2005. The Boomerang Segment continues to be challenged
by decreased unit sales through the insurance channel in Quebec. We have undertaken several initiatives aimed at
reversing this trend including: '

¢« We have introduced a new product to service the mld -price car market, which has not yet been
significantly penetrated; .

"+ We have introduced a new product line, with greater features, which has shown strong acceptance from
the insurance industry, and is expected to reinforce product mandates from the insurance companies
towards their customers; and

+  We continue our expansion into Qntario. ‘

Cost of Goods Sold . ] .
Cost of goods sold was 47% of revenues for the years ended December 31, 2006 and 2005.

Cost of goods sold relating to our domestic segment for the year ended December 31, 2006 increased (0
46% of revenues as compared to 44% of revenues for the year ended December 31, 2005, This increase is
primarily due to the expansion of our bulk installation program which, due to lower price points, results in a
higher cost of goods sold as a percentage of revenues. Domestic cost of goods sold was also negatively impacted
during the year ended December 31, 2006 by the rollout in the first quarter of our next generation installation
transmitting device, severance costs and non-cash stock compensation expense. We were still able to reduce the
overall per unit installed cost of the product, by utilizing various distribution and installation programs to more
cost effectively sell and install LoJack Units. While domestic unit sales increased by 19% in for the year ended
December 31, 2006, as compared to the same period a year ago, the average direct installation labor cost per unit
decreased by 4%.

Cost of goods sold relating to our international segment was 50% of revenues for the year ended
December 31, 2006, as compared to 56% of revenues in 2005, largely due to (i) a decrease in manufactured unit
cost, (ii) an increase in royalty revenue for which there is no cost of sales, and (iii) the negative impact of foreign
exchange on inventory manufactured and sold in Brazil during the first quarter of 2005.

Cost of goods sold relating 10 our Boomerang segment was 43% and 44% of revenues for the year ended

December 31, 2006 and 2005, respectively. Costs are slightly lower in 2006 compared to the comparable period
one year ago due to the negative impact of an inventory valuation adjustment in the first quarter of 2005.
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Product Development .

Product development expenses increased by $974,000, or 20%, for the year ended December 31, 2006 as
compared to 2005. The increase was mainly attributable to product development costs of $296,000 associated
with the next generation of our Early Warning product, non-cash compensation expense of $237,000 primarily
relating to our adoption of SFAS No. 123(R), increased personnel costs totaling $168,000 and a $134,000
increase in product development costs at our Boomerang segment primarily relating to the segment’s new Espion

product.

r

Sales and Marketing

Sales and marketing expenses increased $6,491,000, or 17%, for the year ended December 31, 2006, as
compared to 2005, primarily due to:

Increased salaries and incentive compensation of $2,927,000, or 15%, relating to our domestic
segment, primarily due to increased headcount, domestic expansion, severance and unit sales increases
which drive incentive compensation; '

Increased marketing, advertising and media costs of $942,000, or 9%, primarily in our domestic
segment;

Increased travel, entertainment and meeting expenses of $871,000, or 42%, associated with domestic
expansion and sales growth;

Increased non-cash compensation of $601,000 relating to our adoption of SFAS No. 123(R);

Increased marketing expenses of $339,000, or 31%, at our Boomerang segment’s expansion mto
Ontario, Canada and rollout of the new Espion product; and

Increased consulting expenses of $327,000 primarily related to strategic communication services and
launch of our Italian operations.

We expect sales and marketing expenses as a percentage of revenues to increase in 2007 to support our
planned investment in personnel, advertising and continued expansion at LoJack Italia.

General and Administrative

Genera! and administrative expenses increased by $6,696, 000 or 26%, for the year ended Deccmber 31,
2006 as compared to 2005, primarily due to:

Increased non-cash compensation of $1,513,000 relating to our adoption of SFAS No. 123(R);
Increased legal expenses of $701,000, or 43%, primarily relating to our civil suit with Clare, Inc.;
Severance and retirement related costs of $2,814,000 paid to two of our former executive officers;
Increased personnel related expenses of $481,000, or 5%, necessary to support future growth,

Increased general and administrative costs of $220,000, or 5%, at our Boomerang segment primzirily
due to the strengthening of the Canadian Dollar versus the U.S. Dollar;

Increased travel and entertainment related costs of $153,000, or 17%, primarily related to the
Company’s international expansion efforts; and

Increased facilities related expenses of $139,000, or 9%.

General and administrative expenses as a percentage of revenues are expected to decrease in 2007 due to
2006 containing significant severance and retirement related expenses.
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Depreciation and Amortization

Depreciation and amortization expenses increased by $833,000, or 14%, for the year ended December 31,
2006 as compared to 2005. The increase is primarily related to depreciation expense arising from capital
investments to support the expansion of our domestic segment into additional states and to upgrading our
technological infrastructure. '

Other Income (Expense)

Other income for the year increased by $377,000, or 56%, when compared to 2005. This increase is
attributable to the following:

. Interest income increased by $552,000, or 68%, due to the significant increase in our average
" investment balance versus the prior year and an improvement of short-term inlerest rates;

+  Interest expense increased $159,000, or 17%, due to the negative impact of the strengthening of the
Canadian Dollar versus the U.S. Dollar and an increase in short-term borrowings at our Boomerang
segment; and

«  Other income has decreased $16,000, or 2%, due to the fact the prior year included $631,000 in foreign
exchange gains relating to several U.S. Dollar denominated loans payable from our wholly owned
. Brazilian subsidiary whose functional currency is the Brazilian Real and included a $45,000 larger
dividend paid by our Mexican licensee. Other income for the year ended December 31, 2006 included
$397.,000 of income related to the fair value of 100,000 Absolute warrants which became vested on
July I, 2006. This was partially offset by $187,000 of losses relating to our 40% share of SCI losses

since October 2006. '

Interest income may not be comparable in 2007 as we continue to evaluate alternative uses of our cash
balances such as investing in international expansion, potential acquisitions and repurchases of our common
stock. Interest expense may not be comparable in 2007 as we expect to make additional draw downs on our credit
line to support Boomerang’s operations.

Provision for Income Taxes ;

The provision for income taxes decreased by $1,053,000, or 12%, for the year ended December 31, 2006, as
compared to 2005. The decrease was the result of $2,985,000 less pre-tax’‘income as a result of the factors noted
above and due to establishment of LoJack Ireland. Effective January 1, 2006 Lolack Ireland commenced
operations. As a result of this new business structure, a substantial part of our international business activities are
supported by Lolack Ireland. With the exception of certain royalty income payments, all of LoJack Ireland’s
business activities will be taxed at 12.5%. In addition, income tax expense for the years ended December 31,
2006 and 2005 was favorably impacted by resolutions of tax matiers for which we had previously established tax
reserves. We settled various tax matters with the Internal Revenue Service and the Commonwealth of
Massachusetts during 2006 and 2003, respectively, and recognized benefits totaling $845,000 and $710,000,
respectively. As a resul of the above, our combined effective tax rate remained unchanged at 33% for the year
ended December 31, 2006 compared to 2005.

We expect our effective tax rate for 2007 to be between 33% and 35% based on the allocation of domestic
and international pre-tax income.

Net Incore and Eariings Per Share '

+ As a result of the foregoing, net income for the year ended December 31, 2006 decreased by $1,932,000 or
10%, to $16,507,000 or $0.86 per fully diluted share from $18,439,000 or $0.96 per fully diluted share in 2005.
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RESULTS OF OPERATIONS
Year Ended December 31, 2005 vs. Year Ended December 31, 2004
Revenues

For the yeaf ended December 31, 2005, domestic segment revenues increased by 16%, or $18,214,000, as
compared to the same period a year earlier, primarily due to:

»  Anincrease in revenue of $14,930,000, or 15%, primarily resulting from a 20% increase in the number
of LoJack Units sold during the period, partially offset by a decrease in the average revenue per unit
sold. The decreased average revenue per unit sold reflects the increasing percentage of units sold
through our third party instailers and distributors as well as increased volume discounts and incentives
earned by customers during 2005. Units sold through third parties yield lower per umt sales prices
because the installation is performed by the third party, not us;

»  Anincrease of $1,093,000, or 16%, in revenue recognized from the sale of warranty producls:;

«  Anincrease of $1,671,000, or 116%, relating to LoJack Early Warning as the number of installed units
" continues to grow. Revenue for this product is initially deferred and then recognized over 5 years, the
estimated life of vehicle ownership; and

+ Introduction of our new motorcycle product in 2005 which generated $931,000 in incremental revenue.

“ For the year ended December 31, 2005, international segment revenues increased by 37%, or $11,130,000,
as compared to the same period a year earlier primarily due to:

+  Anincrease in revenues of $10,703,000, or 78%, resulting mainly from additional shipments of LoJack
Units to our licensees in Latin and South America, which experienced a significant increase in demand
developed through their partnerships with insurance companies and other channel partners; and

+ Increased royalty revenues of $1,141,000, or 44%, from our international licensees as the number of
units installed in the licensees’ customer base, which posmvely impacts the royalty calculation,
continues to increase.

Revenues from our Boomerang segment totaled $19,491.000 in 2005 compared to $3,800,000 in 2004. This
was due to the fact that Boomerang’s results were reflected in our operations for an entire year in 2005, as
opposed to only two months in 2004. Throughout 2005 there was a decline in units sold at Boomerang which has
had a negative impact on the segment’s revenue in 2005. We took several steps throughout 2005 to reverse this
trend. We introduced a new product (BoomerangXpress) to serve the mid price auto market, improved the quality
of our installations, developed a stronger quality control process and introduced the LoJack business model to the
Toronto marketplace.

Cost of Goods Sold

Cost of goods sold for the year ended December 31, 2005 was 47% of revenues compared to 48% of
revenues for the same period a year earlier. Domestic cost of goods sold for the year ended December 31, 2005
was 45% of revenues compared to 46% of revenues for the same period a year earlier, reflecting continuing
initiatives to reduce the overall installed cost of the product, including various distribution and’ installation
programs to more cost effectively sell and install LoJack Units by utilizing third parties. While domestic unit
sales increased by 20% in 2005 as compared to the same period a year earlier, total installation expense for the
same period increased by only 9%. The distribution and instaliation programs contributed to the average direct
installation labor cost per unit decrease of 9%. International cost of goods sold for the year ended December 31,
2005 decreased to 54% of revenues, from 55% of revenues for the same period a year earlier. This decrease was
largely due to the impact of foreign exchange rates on inventory manufactured and sold in Brazil. Boomerang
cost of goods sold for the year ended December 31, 2005 increased to 43% of revenues, from 42% of revenues
for the same period a year ago. Historically Boomerang’s gross margins have not been subject to much
fluctuation.. - :
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Product Development

Product development expenses increased by $170,000, or 4%, in 2005 as compared to the same period a
vear earlier. Domestic and international product development expenses in 2005 were $163,000 less than in 2004
as there was a shift in spending from third party development providers to internally developed technology. In
2005, our engineering focus was spent on providing engineering capability to support new products and
infrastructure equipment. In 2004, the Company had relied significantly on a third party vendor to develop and
make ready for manufacturing the next generation LoJack Unit. In 2005 these Units were manufactured and
began to be installed in vehicles. The domestic and international product development savings were offset by
$333,000 in product development expenses at our Boomerang segment. This increase reflects a full year of
product development expenditures in 2005 as opposed to only two months in 2004.

Sales and Marketing

Sales and marketing expenses increased $5,499,000, or 17%, in 2005 as conipart;d,to the same period a year
earlier. Thirty five percent, or $1,928,000, of the increase reflects the full year impact of Boomerang’s sales and
marketing expenses in our 2005 operations. The remaining $3,571,000, or 65%, of the increase in sales and
marketing expense was primarily due to a $975,000 increase in compensation expense for our domestic direct
and indirect sales force as a result of our improved sales performance over the prior year, a $544,000 increase in
dealer support and development expenses, a $402,000 increase in bad debt expense due to the increase in 2005
sales volume, a $421,000 increase in media and advertising costs and a $661,000 increase in our law enforcement
liaison costs (primarily in compensation and travel expense) due to our domestic expansion in 2003.

General and Administrative

General and administrative expenses inc:réaged by $6,412,000, or 33%, in 2005,' as compared to the same
period a year earlier primarily due to:

*  Increased compensation and personnel related expenses of $1,159,000 for domestic and international
administrative personnel necessary to support growth;

*  Increased consulting and accounting related costs of $743,000 primarily spent for identifying partners
to license our technology and products in China and Italy and for tax support in structuring our
international expansion;

e . An increase of $598,000 in legal expenses relating to the Imgatlon (primarily for the Clare litigation),
[initiating patent and trademark protection for our Boomerang products in the United States and legal
costs in supporting our international expansion; and

. An increase of $3,519,000 in expenses relating to Boomerang which was included in our results for the
entire year in 2005 as opposed to only two months in 2004,

Deprecigtion and Amortization

Depreciation and amortization expense for 2005 increased by $2,527,000, or 74%, over 2004. The increase
is primarily related to $1,808,000 of depreciation and amortization expense related to our Boomerang segment,
of which $986,000 is amortization of intangibles derived from our acquisition in October 2004. The remaining
$719,000 of the depreciation and ‘amortization expense increase reﬂects higher fixed asset balances in our
domestic segment. '

*
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Other Income

Other- income for 2005 decreased by $206,000, -or 24%, when compared to 2004. This decrease is
attributable to the followmg o

» Interest mcome increased by $589 000 or 264%, due to the significant increase in our invested cash
balances durmg 2005 due (o positive cash flow from operattons and proceeds from the exercise of
stock optlons

s+ Interest expense in 2005 tncreased $748 000 or 360%, due to 12 months of interest expense on debt
incurred as a result of the Boomerang acquisition as compared to 2 months in 2004; and -

e Other income, besides interest, decreased by $47,000, or 5%, in 2005 as compared to 2004." In 2005,
$789,000 of other income was attributable to (i) a $120,000 dividend relating to our investment in our
Mexican licensee and (ii) $631,000 of foreign exchange gains relating to several United States Dollar
denominated loans payable from LoJack do Brasil. in 2004 other income-was primarily attributable to a
gain of $860,000 resulting from the settlement of a foreign exchange contract designed to hedge our
Canadian dollar commitiment to acquire Boomerang which was entered into in August 2004 and whtch
matured in October 2004.

1 v

Provision far Income Taxes

The provision for income taxcs increased by $2,429, 000 or 37%, in 2003, as compared to the same period a
_ year earlier. The increase was a result of $10,468,000 in additional taxable income in 2005, as compared 1o the
‘'same period in 2004. Our effective combined federal and state tax rate for 2005 was 33% as compared to 39% in
2004. Three percent of the decrease in the effective rate was due to a favorable audit settlement with the
Commonwealth of Massachusetts resulting in the reversal of a previously provided tax contmgency and 2% of
the decrease was due to a lower effective tax rate for our international subsidiaries.” :

Net Income and Earnings per Share

As a result of the foregoing, net income increased by $8,039, 000 or 77%, to $18,439,000 in 2005, from
$10 400,000 in 2004,

Durmg 2005, we expenenced dilution in earnings per share due to mcreased weighted average diluted
shares as compared to the same period a year earlier. The increases in weighted average diluted common shares
outstanding reflects (i) the exercise of existing stock opt1ons (ii) new shares issued under the employee stock
purchase plan and (jii} a larger number of stock options bemg included in the dtlutlon calculations because the
market price of our common stock increased to a point where ‘the.stock OpthﬂS exercise pnces were less than the
average market price of the common stock.

LIQUIDITY AND CAPITAL RESOURCES

We maintain a Multicurrency Credit Agreement, to provide debt ﬁnancmg for the acquisition of Boomerang
and to.replace a prior revolving line of credit facility. The-Multicurrency Credit Agreement is comprised of an
unsecured $10.0 million revolving line of credit, or the line of credit, and a term Joan.

Borrowmgs under the $10.0 mtl]ton line-of-credit must be denommated in U.S. dollars No borrowings
under the line of credit were outstanding at December 31, 2006. . .

The outstanding borrowings under the term loan used for the Boomerang acquisition totaled
CAD$16,930,000 (U.S. dollar equivalent of $14,515,000) as of December 31, 2006. Borrowings under the term
loan bear interest at a variable rate, adjustable quarterly, at our option, at either the Canadian base rate or a Euro-
currency denominated rate or Canadian LIBOR. The Canadian base rate is defined as the greater of the Canadian
prime rate (6% at December 31, 2006), or the Canadian dollar denominated bankers acceptance rate plus 1%
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(totaling 5.32% at December 31, 2006). The Canadian LIBOR rate at December 31, 2006 was 4.27%, The term
loan requires that we make quarterly principal payments of CAD$1,537,000 per quarter from March 2006
through October 29, 2009 when all outstanding balances become due. During the second quarter of 2005 we
elected to pay an additional voluntary principal payment of CAD$2,100,000.” We may continue 1o make
additional voluntary principal payments in the future depending on future cash flows, :

The Multicurrency Credit Agreement, which has been amended four.-times, contains limitations on capital
expenditures, repurchases of common stock, certain investments, acquisitions andfor mergers; and prohibits
disposition of assets other than in the normal course of business. Additionally, we are required to maintain
certain financial performance measures including minimum leverage and EBITDA ratios, minimum net worth
levels and maximum capital expenditures, The payment of dividends is permitted under the Multicurrency Credit
Agreement and is limited only to the extent such payments affect our ability to meet certain financial
performance measures. Failure to maintain compliance with covenants could impair the availability of the
facility.  As of December 31, 2006, we were in compliance with all covenants under the Multicurrency Credit
Agreement, ' o '

In 2005, we added a CADS$5.0 million revolving line-of-credit facility for our Boomerang segiment. In
February 2007, this was increased to CAD$10.0 million. In 2005 we also entered into an agreement with our
lender for CAD$500,000 in overdraft protection for our Boomerang segment. Interest on this overdraft protection
will be based on the lender’s prime rate plus 75 basis points.

We also have a $4.0 million revolving credit note, or the demand line. Qutstanding borrowings under the
demand line bear interest, payable monthly, at the bank’s base rate (8.25% at December 31, 2006), or if
converted at our option, based upon the LIBOR rate plus 175 basis points (totaling 7.09% at December 31,
2006). As of December 31, 2006, we had two irrevocable letters of credit in the aggregate amount of $1,111,000
outstanding. These letters of credit reduce the amount available to borrow under this demand line. As of
December 31, 2006, there were no outstanding borrowings under the demand line.

We generate positive cash flows from our operations and expect this trend to continue in both the short and
long-term. This liguidity is contingent on continued customer demand for our products and services and
continuing our existing relationships with automobile dealers and insurance companies, international licensees
and certain law enforcement agencies. We expect to continue these relationships. We believe that we will be able
to keep pace with required technological changes in our products and expect that our sales and marketing
initiatives will continue to drive demand. .

Additional uses of cash will be based on rate of return analyses, but may include possible acquisitions,
repurchase of our common stock, investments in new technologies, products and/or international licensees or
markets, which may require substantial investments of capital. On February 28, 2006, our Board of Directors
authorized a new stock repurchase plan, or The 2006 Repurchase Plan. The 2006 Repurchase Plan authorized us
to purchase up to 2,000,000 shares of our outstanding common stock on or before February 25, 2008. From the
date of the adoption of the 2006 Repurchase Plan through December ‘18, 2006 the Company repurchased
1,244,566 shares. On December 19, 2006 the Board of Directors increased the remaining authorization to
2,000,000 shares. -

We plan to continue to improve and expand our infrastructure and explore opportunities in international
markets, including the potential for strategic partnerships or acquisitions, alliances and/or equity investments.

In October 2005, we implemented an initiative in Italy to own and operate a Lolack stolen vehicle recovery
network. We estimate this ownership will require an additional investment of approximately $6.0 to $7.0 million
over the next two to three years, This includes a capital investment of approximately $1.0 million to implement
the LoJack network and recognition of $5.0 to $6.0 million of LoJack Ttalia losses in LoJack’s operating resuits.
We anticipate that the long-term profitability -generated by the ltalian operation after the investment period and
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the value that will be created as a result of their recurring fee structure will provide us with an adequate return on
this investment. ‘

Domestically, we intend to continue to develop new technologies and may introduce new products that
leverage our brand recognition, proven technology and knowledge of the process of stolen vehicle recovery. In
July 2005, we announced a strategic direction that will enable us to establish nationwide coverage for our
tracking and recovery system through an upgrade and expansion of our network. We are presently seeking
federal government approval for our plan to move to nationwide coverage as well as to track and recover a
variety of valuable mobile assets and we are also in the process of complying with FCC regulations to change our
network from wideband to narrowband. The federal government’s move from wide to narrowband channels
requires us to make changes to our existing infrastructure that also will accelerate the timetable for the transition
to a nationwide mobile asset recovery system. In 2006, we expanded our domestic operations to include South
Carolina and Tennessee. Because we have reduced the capital and operating costs required to enter new markets,
we expect to shorten the period of time for these two markets to become profitable. We will expand into
additional markets as they become economically feasible.

We expect the initiative 1o own and operate the Italian stolen vehicle recovery network coupled with our
longer term international investment requirements and domestic expansion to be funded using existing cash, cash
flows from operations and, if needed, our borrowing facilities.

We expect capital expenditures for 2007 to total as much as $7.0 million which we will fund out of our
existing working capital, which was $61,397,000 as of December 31, 2006. If we pursue significant opportunities
in international markets, we may be required to find additional sources of capital. We believe the sources
available to us will be adequate for our present and anticipated needs. We plan to fund our existing operations,
including capital expenditures, using existing cash, cash flows from operations and, if needed, the existing
line-of-credit and demand facilities discussed above.

Qur cash flows from operating, investing and financing activities, as reflected in the consolidated statements
of cash ftows, are summarized in the following table (in thousands):

Year Ended December 31,

2006 2005
Cash provided by (used for): ‘
Operating activilies . . .. ... ..ot $28050 §$25336
Investing activities . ...........ot i iin e n (5.845) {30,940)
Financing activities . ... .. ... .o (17,337) §,293
Effect of exchange rate changesoncash ................... ... . ... 393 ° 224
Increase in cash and equivalents .. ............... it $ 5261 § 2913

Cash provided by operating activities increased by $2,714,000 during the year ended December 31, 2006,
compared to the same period in 2005. This increase was due to: (i} the add back to net income of $3,780,000
increase in non-cash stock based compensation relating to the Company's adoption of SFAS No. 123(R), (ii) a
$15,752,000 increase in other working capital items excluding deferred revenue, but including items relating to a
$6,853,000 reduction in inventory and a $5,283,000 reduction in income taxes paid, partially offset by (iii) a
$5,222,000 decrease in tax benefits from stock option activity due to a decrease in exercise activity during 2006
compared to 2005 and the Company's adoption of SFAS No. 123(R) which requires us to classify certain
benefits in the financing activity section of the cash flow statement and (iv) a $6,837,000 decrease in deferred
income taxes relating to the tax treatment of deferred revenue, stock option expense, depreciation and foreign tax
carryforwards.

Cash used for investing activities decreased by $25,095,000 during the year ended December 31, 2006,
compared to the same period in 2005, primarily due to an increase of $29,859,000 in net proceeds from

42




investment activities, partially offset by our $3,000,000 investment in SCI and an increase in capital expenditures
of $1,728,000 which included equipment related to our “next generation” transmitting devices, vehicle tracking
units and upgraded computer equipment,

Cash used for finarcing activities increased by $25,630,000 during the year ended December 31, 2006,
compared to the same peried in 2005. The increase in cash used for financing activities was due to the 2006
Stock Repurchase Plan which resulted in a $23,192,000 increase in repurchase activity as compared to 2005 and
a decrease in cash generated from the exercise of stock options and the ESPP of $9,610,000. These increases
were partially offset by the decrease in net cash provided by borrowing activities of $4,872,000 and an increase
of $2,602,000 in tax benefits related to our stock option plan that was classified as an operating activity ‘in the
prior year.

Currently, we do not enter into financial instrument transactions for trading or speculative purposes. We do
not intend to establish any special purpose entities.

We will continue to monitor our foreign currency exposure and will implement a hedging strategy if we feel
that we are materially at risk and that the hedge is cost effective. '

To date, inflation has not had a material impact on our financial results.

CONTRACTUAL OBLIGATIONS

We have fixed contractual obligations under various operating lease agreements relating to our office
locations, computer and office equipment, vehicles and tower infrastructure locations. Other contractual
obligations include long-term debt and non-cancelable inventory purchase commitments. Contractual obligations
and commercial commitments existing at December 31, 2006 were as follows (in thousands):

Payments Due by Period
Less Than More Than
Total 1 Year 1-3 Years 3-5 Years 5 Years
Long term debt obligations (1} .. ...... e e $18801 §$ 9,559 §$ 9,242 § — $—
Interest on long term debt obligations (2) ............. 1,234 . 710 524 — —
Operating lease obligations ... ..................... 23,590 4950 10479 8,161 —
Purchase obligations ... ... T 31426 31,426 — — —
Total ............ e $75,051 $46,645 $20245 $8,161  $—

(1) This debt is denominated in Canadian dollars and the maturities have been presented at the exchange rate for
U.S. dollars prevailing at December 31, 2006.

(2) Borrowings under the term loan ‘bear interest at a variable rate,vadjustable quarterly, at our option, at either
the Canadian base rate or a Euro-currency denominated rate, or Canadian LIBOR. Interest has been
calculated assuming the interest rate prevailing as of December 31, 2006, which was 5.59%.

OFF BALANCE SHEET ARRANGEMENTS

~ We have no material off balance sheet arrangements as defined in Regulation 5-K, Item 303(a)(4)(ii).

.W-ARNING REGARDING FORWARD-LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 and federal securities laws contain certain safe harbors
regarding forward-looking statements. From time to time, information we provide or statements made by our
employees may contain “forward-looking™ information, which involves risk and uncertainty. Any statements in
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this report and accompanying materials that are not statements of historical fact are forward-looking statements
(including, but not limited to, statements concerning the characteristics and growth of our markets and customers,
our objectives and plans for future operations and products and our expected liquidity and capital resources).

LI YY ELETH LEINNTY

Forward looking statements can often be identified by words such as “anticipate”, “expects”, “intends”, “plans”,
“believes”, “seeks”, “estimates”, “may”, “will”; “should”, “would”, “could”, “potential”, ‘continue”, “ongoing”,
or similar expressions and variations or negative's of these words. Such forward-looking statements are based on
a number of assumptions and involve a number of risks and uncertainties, and accordingly, actual results could

differ materially. Risk factors that may cause such differences are described in Item 1 A—Risk Factors.

ITEM 7A—QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We have limited exposure to market risk due to the nature of our financial instruments. Our financial
instruments at December 31, 2006 consisted of cash and equivalents, short-term investments, accounts
receivable, accounts payable, customer deposits, accrued liabilities, long-term debt and credit facilities. The fair
value of these financial instruments as of December 31, 2006, approximated their carrying values. Our short-term
investments are in the form of investment-grade commercial paper, corporate bonds and U.S. Government and
agency securities that are carried at fair value in the financial statements. Accordingly, we have no-quantitative
information concerning the market risk of participating in such investments.

: ;s ,
Our primary market risk exposures relate to interest rate risk, foreign currency exchange rate risk and
market value. risk relating to common stock price of Absolute Software. Significant changes in the market price
of Absolute’s common stock could result in significant swings in revenue and other income. Based on the
500,000 Absolute warrants outstanding as of December 31, 2006, a $1.00 change in the market price of Absolute
Software’s common stock would result in a $122,000 increase/decrease in the fair value of the warrants, Also see
note 7 to the consolidated financial statements included herein at Item 8 for further explanation concerning our
accounting for the warrants in Absolute Software common stock. .

Interest rate exposure relates primarily to the effect of interest rate changes on amounts outstanding under
our term loan and revolver for which there was CAD$21,930,000 (equivalent to U.S. $18,801,000) of borrowings
outstanding as of December 31, 2006 and our variable rate line-of-credit and demand facilities. Based on the
outstanding borrowings under the term loan at December 31, 2006, a 1% increase in the interest rate would result
in an additional $188,000 of annual interest expense. See note 8 of the consolidated financial statements in Item 8
included herein. There was no related interest rate exposure under our line-of-credit and demand facilities, as
there were no borrowings outstanding at any time during 2006.

Historically, we have had minimal foreign currency exposure as most transactions with customers and
vendors are denominated in U.S. Dollars. In December 2002, we established a Brazilian subsidiary LoJack do
Brasil, and purchase and sale transactions denominated in Brazil's currency (Real) began in May 2003. If we
encounter material foreign currency exposure with this foreign subsidiary in the future, we may elect to manage
the related exposure by utilizing a hedging strategy as long as it is material and cost effective. Our Boomerang
segment’s functional currency is the Canadian Dollar. We expect to manage foreign exchange exposures that
cause both earnings and cash volatility by utilizing a hedging strategy as long as the exposure is material and the
hedge cost effective.

Currently, we do not enter into financial instrument transactions for trading or speculative purposes. We
have not established any special purpose entities and do not have any material off balance sheet financing
transactions. We will continue to monitor our foreign currency exposure and will implement a hedging strategy if
we feel that we are materially at risk and that the hedge is cost effective.




ITEM 8—FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Our consolidated financial statements and the related report of our mdependent audltors thereon are
included in this report at the pages indicated.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of

LoJack Corporation

Westwood, Massachusetts

We have audited the accompanying consolidated balance sheets of LoJack Corporation and subsidiaries (the
“Company’) as of December 31, 2006 and 2005, and the related consolidated statements of income,
stockholders’ equity, and cash flows for each of the three years in the period ended December 31, 2006. These
financial statements are the responsibility of the Company’s management. Qur responsibility is to express an
opinion on these financial statements based on our audits. .

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion. :

In our opinion, such consolidated financial statements present fairly, in all material respects, the financiat
position of LoJack Corporation and subsidiaries as of December 31, 2006 and 2005, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 2006, in conformity
with accounting principles generally accepted in the United States of America.

As discussed in Note 9 to the consolidated financial statements, the Company changed its method of
accounting for share-based payments upon the adoption of Statement of Financial Accounting Standards
No. 123(R), Share-Based Payment, effective January 1, 2006,

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of the Company's internal control over financial reporting as of December 31,
2006, based on the criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commisston and our report dated March 12, 2007 expressed an
unqualified opinion on management’s assessment of the effectiveness of the Company’s internal control over
financial reporting and an unqualified opinion on the effectiveness of the Company’s internal control over
financial reporting.

s/ DELOITTE & TOUCHE LLP

Boston, Massachusetts
March 12, 2007
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LOJACK CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

December 31,
2006 2005
ASSETS
CURRENT ASSETS: ' _ )
Cashand equIvalents . ... ... .ttt ettt e et e '$ 24,036 $ 18,775
Short-term investments at fairvalue . ......... ... ... ... .. 22,442 28,833
Accounts receivable—Net . .. ... . L e 37,547 33,430
INVEIIONIES . .\ ettt e e Ceeel l6,244. 17,952
Prepaid expensesand other ....... ... ... i e ' 4,059 4,753
Prepaid income taxes . ... .. ... .. e 2,118 3,700
Deferred income taxes . ... ...veneneeennnnn.. P e L 5415 3,998
Total current assets ............. .. ... .. ... oo, e 111,861 111,441
PROPERTY AND EQUIPMENT—NET ... ... .. . i iiiirnananne e - 21,571 18,105
DEFERRED INCOME TAXES . ... it e e e 6,699 - 3,304
INTANGIBLE ASSETS—NET . ... i e e e 6,416 7,628
GOODWILL ... i e e e e 46,287 46,303
OTHER ASSETS—NET ... .. e, e 9,186 4,782
TOT AL . e $202,020 $191,563
LIABILITIES AND STOCKHOLDERS’ EQUITY L
CURRENT LIABILITIES:
Current portion of long termdebt .. ................ AP $ 9559 § 5274
Accounts payable ... e 6,394 9,231
Accrued and other liabilities . ... ... .. ... 6,754 4,350
Current portion of deferredrevenue .......... .. ... ... .. . .. ... 20,999 18,856
Accrued Compensation . ....... ... i e 6,758 6,390
" Total current Habilities .. ... ..ovr ettt e 50,464 44,101
LONG TERM DEBT ..ot e e e e e e e e e e e ea 9,242 14,520
DEFERRED REVENUE . ... ottt e et et e e 27,816 25,733
DEFERRED INCOME TAXES ... e et e 2,200 2,503
ACCRUED COMPENSATION ... e et e 2,298 450
Total Habilities . ... ... i i it et et e 92,020 87,307
COMMITMENTS AND CONTINGENT LIABILITIES (NOTE 11) ................. - QA
MINORITY INTEREST . ..t e e e e e e i — 278

STOCKHOLDERS’ EQUITY:
Preferred stock—3$.01 par value; authorized, 10,000,000 shares; one special voting
preferred share issued and outstanding . ............... ... . ... Lol —

Common stock—3$.01 par value; authorized, 35,000,000 shares; issued and

outstanding, 18,577,105 at December 31, 2006 and 18,928,945 at December 31,

2005 e e e e 186 181
Additional paid-incapital . ... .. ... . ... 33,719 45,844
Unearned compensation .. ... ... . ... oitiuininn it —_ (1,096)
Accumulated other comprehensive income . ....... ... ..o oo 2,433 1,894
Retained earnings ......... .o i e S 73,662 57,155

Total stockholders” equity ... ....... ... ... ... . e 110,000 103,978
TOT AL . i e e e e $202,020 $191,563

The accompanying notes are an integral part of the consolidated financial statements,
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LOJACK CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except share and per share amounts)

Revenues ... ... .. . e
Costofgoodssold ........ . .. oo

GrosSS MATGIN ... .ottt et et e e e en e

Costs and expenses:
Productdevelopment . ....... ... ... .. ... i
Salesandmarketing ........... ... i i
General and administrative ............ ... ... ...
Depreciation and amortization ............. ... 00 ...

TOl vttt e
Operating iNCOME .. ... ... it et iir s iaee e,

Other income (expense):
INEErest iNCOmME . ... ittt
Interest expense . ... .. S
Other ... e

Income before provision for income taxes .....................
Provision forincometaxes ........ ...,

NelINCOME ..ottt e e ettt s baannens

Earnings per share:
Basic ... i

Diluted ...t e e e

Weighted average shares:
Basic ...

Diluted ...t e e e

Year Ended December 31,

2006 2005 2004
213288 $ 190,726 $ 145,691
99.933 89,003 69,250
113,355 101,723 76,441
5,805 4,831 4,661
44,902 38,411 32,912
32,407 25,711 19,299
6,752 5919 3,392
89,866 74,872 60,264
23,489 26,851 16,177
1,364 812 223
(1,115) (956) (208)
797 813 860
1,046 669 875
24535 27,520 17,052
8,028 9,081 6,652
16,507 $ 18439 $ 10,400
090 $ 1.03 0.67
0.64

08 § 0.96. $

18,334,033 17922792 15,605,155

19,243,563 19,189,525 16,281,720

The accompanying notes are an integral part of the consolidated financial statements.
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LOJACK CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
Year Ended December 31,
2006 2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES:
NELINCOME .. oottt ettt it et e e en e ann $ 16,507 $ 18439 $10400
Ad_]ustments 1o reconcile net income to net cash provided by operating activities:
Deferred revenue recogmized ... ..ol it (26,836) (23.219)  (9,283)
Deferred revenue additions . ... .......ouirintir ity 30,860 29,934 15,428
Fair value adjustment to wartants ......... o oetininivee i (699) — _
Stock-based compensation . ... .. ... e 4,247 467 141
Depreciation and amortization ... ....... ...ttt 7,334 6,582 4,923
Allowance for doubtful accounts . ... ... ... .. . .. i i 403 936 334
Deferred INCOME LAXES . . ... oottt ittt i te et ettt ittt e it aenn (5,185) 1,652 (3.643)
Gain on disposal of property and equipment .......... ... o i (129) (172) (325)
Gain on sale of marketable securities ......... ... .o (295) (56) —
Gain on foreign exchange transactions .. ......... .. ... . L (220) (631) —
Tax benefit related to stock option exercises ............... ... .. 1,046 6,268 548
Minority interest in net income (loss) of consolidated subsidiaries ............ 105 24) —_
Increase {decrease) in cash from changes in assets and liabilities, net of acquired
assets and liabilities:
Accounts receivable ... ... .. e e e (5.255) (5,056) (5.501)
)1 110 4 = - 1,795 (5,058) (653)
Prepaid expensesand other .. ... ... ... L L 743 (1,527) (813)
Prepaid INCOME taxes . ... ...t i i 1,583 (3.700) -
[0 47 XY - (1,443) 2D 74
Accounts payable . ... ... (2,871 1,144 (2,774)
Accrued and other liabilities .. ... ... ... . . e 6,366 622) 2,613
Net cash provided by operating activities ........................ 28,050 25,336 11,469
CASH FLOWS FROM INVESTING ACTIVITIES: : ‘
Investment in property and eqUIpmEnt . ... ... v (9,550) (7.822) (3,366}
Investments in non-consolidated subsidiary ............ ... ... .o oL (3,000) — —
Business acquisitions, net of cash acquired . ... .. ... L il _ — (21,381)
Purchase of marketable SeCUFties . .. ... ... ... ittt (52,602) (38,668) (5,460)
Proceeds from sale of marketable securities . ................ .. .o el 59,315 15,522 —
Purchase of minofity interest .. ... iie i e e (323) — —
Proceeds from sale of property and equipment ...................... PP 315 28 476
) Net cash used for investing activities . ........... ..o ciiiiin. (5.845) (30940) (29,731)
CASH FLOWS FROM FINANCING ACTIVITIES:
Exercise of stockoptions . . ............. .o i e 5,272 14,943 4,680
Issuance of shares under employee stock purchaseplan. ................ ... .... 1,235 1,174 833
Excess tax benefit related to steck optionplan ................ L . 2,602 — —
Repayment of debt and Short-term BOMOWINGS . . . ... .ot (5,385) {6,585) (892)
Repurchase of COMMON SEOCK .« + o e vt et e et e ettt e et (25,426) (2,234) —
Proceeds from debt and short-term borrowmgs ............................... 4,365 693 24,660
Proceeds from mmonty interest .........0......0 e e —_ 302 —
Payment fOr debt ISSUANCE COSIS ...\ vi vttt i i e i eie e —_ —_ (203)
' Net cash (used for) provided by financing activities................ (17,337 8,293 29,078
Effect of exchange rate changes oncashand equivalents . ........................... 393 224 300
INCREASE IN CASH AND EQUIVALENTS . ... ... i, 5,261 2913 11,116
BEG]NN]NG CASH AND EQUIVALENTS . ... ittt ianenas 18,775 15,862 4,746
ENDING CASH AND EQUIVALENTS ....................... e $24036 § 18,775 % 15862
Supplemental cash flow information: )
Incometaxes paid ... i $ 7072 % 6236 $ 7673
IIEreSUPAId . .o v e e et e e $ LIls § 956 % 208
Supplemental disclosure of non-cash investing and financing activities: . L
Fair value of common stock issued in purchase acquisition .................. $ — $ — $17237
\ h

The accompanying notes are an integral part of the consolidated financial statements.
ol . N . .
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LOJACK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

1. THE COMPANY AND SUMMARY- OF SIGNIFICANT ACCOUNTING POLICIES

1w

The Company—Lolack Corporation and subsidiaries, or “LoJack”™, “we”, “our”, or “the Company"”, is &
global provider of technology products and services for the tracking and recovery of stolen mobile assets. Our
proprietary technology, wireless network and integration with law enforcement agencies provide a means for the
tracking and recovery of stolen vehicles, motorcycles and construction equipment. Our headquarters are located
in Westwood, Massachusetts and we have operations in 26 states and the District of Columbia in the United
States and 28 countries and territories. .

In October 2004, we vacquired Boomerang Tracking Inc., or Boomereng, a marketer and provider of stolen
vehicle recovery technology in Canada. Boomerang focuses its sales and marketing efforts in the provinces of
Quebec and Ontario.

In 2006; we began commercial aEtivity in Italy thrbugil our wholly-aned s.ubsidiary, LoJack I'talia, SRL.

Summary of Significant Accounting Policies .

Principles of Consolidation—The consolidated financial statements include the accounts of LoJack and its
wholly-owned subsidiaries and SC-Integrity, or SCI, for which our investment is dccounted for under the equity
method of accounting. We consolidate entities which we own or control. The activities of Boomerang are
reflected in our results of operations since the acquisition date of October 20, 2004. All intercompany
transactions and balances have been eliminated in consolidation. During 2005, we entered into a business
arrangement for the purpose of commencing operations in Italy. Based on the terms of the original arrangement
we owned 89% of LoJack ltalia, S.r.l., or LoJack Italia. In June 2006 this arrangement was termmated and we
repurchased the interest of our former partner for the amount of their original capltal investment.

Use of Estimates—The preparation of consolidated financial statements in conformity with generally
accepted accounting principles in the United States, or GAAP, requires management to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosures of
contingent liabilities. We base our estimates on historical experience and on various other assumptions that are
believed to be reasonable under the circumstances, the results ‘of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual amounts
may differ from these estimates under different assumptions or conditions.

Revenue Recognition and Deferred Revenue—We recognize revenue principally on five types. of
transactions—sales of products, subscriber fees for service contracts, extended warranty sales, licensing and
royalty fees. In accordance with the guidance provided by the Securities and Exchange Commission’s Staff
Accounting Bulletin, SAB No. 104, Revenue Recognition, or SAB No. 104, revenue is recognized when all of the
following are met: (i) persuasive evidence of an arrangement exists, (ii) title and risk of loss have passed,
(iii) delivery has occurred or the services have been rendered, (iv) the sales price is fixed or determinable and
(v) collection is reasonably assured.

‘We generally recognize revenue on product sales upon installation. Revenues relating to sales to our third
party sales and installation partners are recogmzed upon shipment, which is prior to the installation of the related
products in the consumer’s vehicle.

Revenues relatmg to the sale of the LoJack Early Warning™ Recovery System, or LoJack Early Warning,
are recognized over a period of the estimated life of vehicle ownership, which we estimate to be approximately
five years. Revenues from the sales of products and components of the LoJack System to international licensees
are recognized upon shipment to the licensee or, if later, when payment becomes reasonably assured.
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Revenues relating to the sale of service contracts are recognized over the life of the contract. The purchase
of an initial service contract is a requirement at the time the consumer purchases a Boomerang Unit. In
accordance with Emerging Issues Task Force, or EITF, Issue No. 00-21, Revenue Arrangements with Multiple
Deliverables, we assign amounts to each component based on that component’s objectively determined fair
value. The term of service contracts offered ranges from 12 to 36 months and are payable in full upon activation
of the related unit or renewal of a previous service contract.

We offer several types of contractual extended warranties. For those warranties to which an independent
third party insurer, and not us, is the primary obligor, we recognize payments for these contracts, net of related
costs, in revenues at the time of sale. '

For those warranty products to which we are the primary obligor, revenues are deferred and recognized over
the term of the warranties, determined to be equivalent to the estimated life of vehicle ownership, which we
. estimate to be five years. ‘

Revenues from extended warranties to be amortized beyond one year are classified as long-term déferred
revenue. Incremental costs directly related to the provision of such warranties are deferred and charged to
expense ratably as the revenues are recognized. '

We recognize license fees in revenue over the term of the license (typically ten years) and we recognize
royalty revenues when earned or when payment is reasonably assured, whichever is later. See note 7 for a
discussion of the license income related to Absolute Software. -

Stock-Based Compensation—On January 1, 2006, we adopted the provisions of Statement of Financial
Accounting Standards, or SFAS, No 123(R), “Share-Based Payment”, or SFAS 123(R). The standard re(juires
the recognition of compensation costs for all share-based payment awards made to employees and directors
based upon the awards’ estimated grant date fair value. The standard covers employee stock options, unvested
stock and employee stock purchases related to our employee stock purchase plan. We previously accounted for
stock-based compensation for employees and directors under the recognition and measurement principles of
Accounting Principles Board, or APB No. 25, Accounting for Stock Issued to Employees, and elected the
disclosure alternative under Statement of Financial Accounting Standards No. 123, or SFAS 123, Accounting for
Stock-Based Compensation-Transition and Disclosure.

We adopted SFAS 123(R) using the modified prospective transition method which requires applying the
standard as of January 1, 2006 (“the adoption date”). The modified prospective transition method does not result
in the restatement of results from prior periods and accordingly, the results of operations for 2006 and future
periods will not be comparable to our historical results of operations. Total pre-tax stock-based compensation
expense recognized in 2006 was $4,247,000 (Also see Note 9).

Advertising Expenses—Advertising costs, which include the placement of advertisements, third party media
consulting firm fees, trade shows and promotional literature, are expensed as incurred and are classified under
sales and marketing expense. Advertising expenses for the years ended December 31, 2006, 2005 and 2004, were
$11,697,000, $10,797,000, and $9,906,000, respectively.

Warranty Costs—We provide for the estimated costs associated with fulfilling our warranty related
obligations based primarily on our historical experience of the cost of fulfilling our warranty obligations. The
estimated provision for accrued warranty costs is included in the consolidated balance sheet within accrued and
other liabilities. Warranty coverage is provided on both our LoJack Units and Boomerang Units. We warrant to
consumers that LoJack Units will be free from defects in material or workmanship for a period of two years from
the date of installation and Boomerang Units will be free from defects in material or workmanship for a period of
five years from the date of installation, We also warrant to purchasers of the LoJack Unit that if a LoJack Unit
equipped vehicle is stolen in a covered jurisdiction within two years of installation and not recovered within 24
hours from the time that the theft is reported to the police, we will pay the consumer an amount equal to the full
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purchase price of the LoJack Unit up to a maximum of $695 (up 10 $995 if the consumer has purchased LoJack
Early Warning). We warrant to purchasers of the Boomerang Units that if the Boomerang equipped vehicle is
stolen and not recovered, we will pay the consumer an amount equal to the full purchase-price of the unit and the
service fees, up to a maximum of CADS$L,000 for the Boomerang Unit and CAD$2,000 for the Boomerang2
Unit. For the BoomerangXpress Units, we will offer the consumer a new unit, including installation, free of
charge.

Cash and Equivalents—Cash and equivalents include highly liquid investments purchased with remaining
maturities, at the time of purchase, of three months or less. Cash equivalents, including U.S. government and
U.S. government agency issues are carried at fair market value, We periodically maintain bank balances which
exceed the federally insured total of $100,000. We routinely assess the financial strength of our depository banks
and, as of December 31, 2006, believe we had no significant exposure to credit risks.

Investment Securities—Short-term investments and investments related to funding the obligations of the
deferred compensation plan are comprised of marketable securities. We account for marketable securities in
accordance with SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities. We
determine the appropriate classification of all marketable securities as held-to-maturity, available-for-sale or
trading, at the time of purchase.

At December 31, 2006 and 2005, all short-term investments in marketable securities were classified as
available-for-sale, and as a result, were reported on the consolidated balance sheet at fair market value.
Unrealized gains or losses on available-for-sale securities are included, net of tax, in accumulated other
comprehensive income in the statement of stockholders’ equity until the disposition of the security. The
amortized cost basis of debt securities is adjusted for the amortization of premiums and accretion of discounts
from the date of purchase to maturity. Such amortization is included in interest income as an addition to, or
deduction from, the coupon interest earned on the investments, We follow the specific identification method in
determining the cost basis in computing realized gains and losses on the sale of available-for-sale securities.
Realized gains and losses on avatlable-for-sale securities are included in other income (expense) and were not
material for any period presented. As of December 31, 2006, our short-term investments have remaining
maturities that range from one to ten months.

We account for the deferred compensation plan in accordance with EITF Issue No. 97-14, Accounting for
Deferred Compensation Arrangements Where Amounts are Held in a Rabbi Trust and Invested. The investments
of the deferred compensation plan are included in other assets at fair value with a corresponding llablhty, which
was included in long-term accrued compensation in our consolidated balance sheets.

Investments related to the deferred compensation plan are classified as trading securities and reported at fair
value. The deferred compensation plan assets consist of investments in marketable securities, including mutual
funds, classified as trading and reported at fair value with unrealized gains and losses included in other income
(expense} in the consolidated statements of income. Compensation expense related to the deferred coimpensation
plan is included in general and administrative expenses. : :

Fair Value of Financial Instruments—Qur financial instruments consist of cash and equivalents,
marketable securities, accounts receivable, accounts payable, customer deposits, certain accrued liabilities, long
term debt and foreign currency exchange agreements, as well as certain derivative instruments that are carried at
fair value. The fair value of these financial instruments approximates their carrying value. The fair values of
marketable securities are- estimated based on quoted market prices for these securities. The fair value of
derivative instruments are generally measured using the Black-Scholes option pricing model.

We believe that the carrying value of the Canadian denominated term loan approximates its fair value as the
variable interest rate per the loan agreement approximates prevailing market interest rates. Additionally, the
interest rate is subject to quarterly adjustments.
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Accounts Receivable—We maintain an allowance for doubtful accounts based on an assessment of
collectibility of all outstanding receivables. We make this assessment by evaluating the creditworthiness of our
customers, historical trends and economic circumstances. A rollforward of the activity of the allowance for
doubtful accounts is as follows (in thousands): :

Years ended Decertber 31,

2006 2005 2004
Balance at beginningof year .......... .. ... oo, $977 $1,021 $ 961
Additions charged tocostand expense . .......... ... . ... 403 336 334
Accounts written off, net of recoveries ............. ... ... ... (429) (980) (274)
Balance at end Of YEar . ... ......inrtireaneeine e a i, $951 $ 977 $1,021

Domestic accounts receivable are due principally from automobile dealers that are geographically dispersed.
Accounts receivable related to our Boomerang segment consist of payments due from cur dealer channel and
corporate accounts. International accounts receivable are principally due from international licensees. When
possible, payment for our products from international licensees is assured through the purchase of private trade-
credit insurance.

Inventories—Inventories are stated at the lower of cost (first-in, first-out method) or market value.

Praperty and Equipment—Expenditures for maintenance and repairs are charged to expense while the costs
of significant improvements are capitalized. Depreciation and amortization are calculated using the straight-line
method over the estimated useful lives of the related assets as detailed below:

Useful Life (years}

System COMPONENts . . .. .vuuv v vt ieee e tias 7

Vehicle trackingunits .............. ... oo iiiiien 7

Office equipment, computer equipment and software . ... 3-5

Software developed for internaluse .................. 3-5

Furniture and fixtures .. .. .. ... ... .. ... . i 5

Leasehold improvements . ..............covvvnvenn., shorter of 5 years or lease term
Vehicles .. ... i e 3

Upon retirément or other disposition, the cost and the related accumulated depreciation of the assets are
eliminated from the balance sheet and the related gains or losses are reflected in the consolidated staternent of
income.

Internal Software Development Costs—We capitalize internal software development costs in accordance
with Statement of Position 98-1, Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use. Capitalized internal software development costs are amortized over the period of economic benefit,
generally between three and five years. For the years ended December 31, 2006 and 2005, capitalized software
included in property and equipment totaled $6,356,000 and $5,475,000, net of accumulated amortization of
$2,796,000 and $1,571,000, respectively. For the years ended December 31, 2006, 2005 and 2004, respectively,
we capitalized $892,000, $1,494,000 and $1,452,000 of software development costs. For the years ended
December 31, 2006, 2005 and 2004, $1,242,000, $1,005,000 and $348,000, respectively, of amortization expense
was recorded for these capitalized internal software costs. Additions to internal software development costs are
included in expenditures for property and equipment in the consolidated statements of cash flows.

Cost-Basis Investments—We have made investments in some of our international licensees. These
investments to date have resulted in ownership of less than 20% of any one licensee. These investments are
accounted for using the cost method of accounting. Under the cost method of accounting, investments are carried
at cost and are adjusted only for other-than-temporary declines in fair value, distributions of earnings, additional
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investments made and other ownership changes. We have not recorded any gains or losses on these investments
through December 31, 2006. (Also See Note 7).

Equity Investments—In October 2006, the Company made an equity investment in SC-Integrity, or SCI, a
Bothell, Washington based company providing solutions for cargo stock theft prevention, investigation, tracking
and recovery, We have applled the equity method of accounting to account for our 40% investment in SCI and
have recognized our pro-rata share of SCI's losses since the date of our investment (Also see Note 7 ).

' ' " N v

Goodwill and Other Intangible Assets—Goodwill is not amortized but instead is assessed for impairment at
least annually and as triggering events occur. We have adopted an annual measurement date of October 31, On
each annual measuremient date the carrying value of the reporting unit is compared to its estimated fair value, and
an impairment charge is measured based upon the excess of the carrying value of goodwill over the fair value.
This analysis is performed at a reporting unit level. All recorded goodwill has been allocated to the Boomerang
segment. ‘

Other mtanglble assets consist of amortizing 1ntang|b]es mcludmg purchased technologles customer
relationships, patents, trademarks, trade names and radio frequencies. We assess the impairment of amortizing
intangibles in accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets,
or SFAS 144. Whenever events or changes in circumstances indicate that the carrying value may not be
recoverable, an assessment is completed to determine whether the fair value of the asset exceeds the carrying
value. When a potential impairment has been identified, forecasted undiscounted net cash flows of the operations
to which the asset relates are compared to the current carrying value. If such cash flows are less than the carrying
amounts, the lmanglble assets are written down to their respective fair values. In making this assessment, we rely
on a number of factors including operating results, business plans, economic projections, anticipated future cash
flows, and transactions and marketplace data. : ‘ -

Impairment of Other Long-h’.ved Assets-—Other long-lived assets including property and equipment and
internal software development-costs are also periodically assessed for impairments in accordance with SFAS
144, as discussed above. No such impairments were recorded during the years ended December 31, 2006, 2005
and 2004

4 . B T . I

Incame Taxes—We recognize deferred tax habllmes and assets for the expected future tax consequences of
events that have been included in our financial statements. or tax returns. Deferred tax assets and liabilities are
determined based upon the difference between the financial statement carrying amounts and tax basis of existing
assets and liabilities, using enacted tax rates anticipated to be in effect in the year(s)'in which the differences are
expected to reverse. Valuation allowances are provided against deferred tax assets that are not deemed to be
recoverable.

Product Development—Costs for product development are expensed as incurred and include salaries, fees
to consultants, and other related costs associated with the development of new products. A portion of our product
development effort has been outsourced' to unrelated third parties. The contracts with third parties require
payments based. upon completion of defined milestones and we record expense based on the achievement of
these milestones. Because these milestones and the level of effort expended by the contractors are not always
consistent, our recorded product development expenses may vary significantly from period to period. Expenses
related to milestone achievements of $355,000, $332,000 and $1,260,000 are included within the consolidated
statements of income for the years ended December 31, 2006, 2005 and 2004, respectively.

Earnings Per Share—Basic income per common share is computed using the weighted average number of
common shares and common share equivalents outstanding during each year. Diluted income per common share
is computed using the weighted average number of common shares outstanding during the year, including the
effect of our outstanding stock options (using the treasury stock method) and restricted stock, except where such
stock options or restricted stock would be antidilutive. Shares of LoJack Exchange Canada, Inc., or ExchangeCo,
were included in the calculation of total basic and diluted earnings per share starting in 2004. A reconciliation of
weighted average shares used for the basic and diluted computations is as follows: .
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Year Ended December 31,

2006 . 2005 2004
Weighted average shares forbasic ................... 18,334,033 17,922,792 15,605,155
Dilutive effect of stock options and restricted stock ... ... 909,530 1,266,733 676,565
Weighted average shares for dilut;d .................. 19,243,563 19,189,525 16,281,720

Options to purchase 279,180 and 718,000 were outstanding at December 31, 2006 and 2005, respectively,
but were not included in the computation of dituted earnings per share because the options’ exercise prices were
greater than the average market price of the common share, and the effect of including these securities would
have been antidilutive. At December 31, 2005, all options to purchase common shares were dilutive and included
in the computation of weighted average shares.

Comprehensive Income—We account for comprehensive income under SFAS No. 130, Reporting
Comprehensive Income, which established standards for the reporting and display of comprehensive income and
its components in the financial statements. Items of comprehensive income include net income and other
comprehensive income items such as unrealized gains and losses on marketable securities categorized as
available-for-sale, unrealized losses on derivative instruments and foreign currency translation adjustments.

Total accumulated other comprehensive income and its componerits were as follows (in thousands):

'

December 31,
2006 2005
Currency translation adjustments ............................. $2,388  $1,885
Unrealized gain on available for sale investments, net of tax of $25 :
and §16 ... e 45 28
Unrealized loss on derivative instruments, net of tax of $0 and $12 .. — (19
Total accumulated other comprehensive income ............. $2,433  $1.89%4

Foreign Currency—The accounts of our foreign subsidiaries are translated in accordance with SFAS
No. 52, Foreign Currency Translation. The accounts of foreign subsidiaries, with the exception.of our wholly-
owned Irish subsidiary whose functional currency is the U.S. doliar, are translated using exchange rates in effect
at period-end for assets and liabilities and at average exchange rates during the period for results of operations.
The related translation adjustments -are reported in accumulated other comprehensive income in stockholders’
equity. Our wholly-owned Brazilian subsidiary whose functional currency is the Brazilian real has United States
dollar denominated intercompany loans payable that resulted in a foreign exchange gain of $138,000 and
$631,000 that was recorded as other income in our consolidated statement of income for the years ended
December, 31 2006 and 2005, respeclwely

Derivative Instruments and Hedgmg—We account for denvauve instruments and hedging in accordance
with the SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities as amended, or SFAS
133, which requires all financial derivatives instruments to be reported at fair value. We will use derivative
financial instruments to manage exposures to foreign currency risks. Qur primary objective for holding
derivatives is to minimize interest rate and foreign currency risk using the most effective methods to eliminate or
reduce the impact of these risks. If the derivative is designated as a cash flow hedge, the effective portions of
changes in the fair value of the derivative are recorded in other comprehensive income (loss) and are recognized
in earnings when the hedged ltem affects earnings; meffectlve portions of changes in fair value are recognized in
earnings.

Segment Reporting—We have determined that we have three reportable segments: domestic, international
and Boomerang. The segments have a segment manager and the operating results of each segment are regularly
reviewed and evaluated separately by senior management. Certain general overhead costs have been allocated to
the domestic and international segments based on methods considered to be reasonable.
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. Recent Accounting Pronouncements—In July 2006, the Financial Accounting Standards Board, or the
FASB, issued Financial Accounting Standards Interpretation, or FIN, No. 48, “Accounting for Uncertainty in
Income Taxes” or FIN 48. FIN 48 prescribes a recognition threshold and measurement process for recording in
the financial statements uncertain tax positions taken or expected to be taken in a tax return, FIN 48 also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosures and
transitions. FIN 48 is effective for us beginning January 1, 2007. We have not yet adopted this pronouncement
but currently believe it will not have a material impact 6n our consolidated financial position and results of
operations,

In,September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”, or SFAS 157, which
addresses how companies should measure fair value when they are required to use a fair value measure for
recognition or disclosure purposes under generally accepted accounting principles. The provisions of SFAS 157
are effective for us beginning January [, 2008. We have not yet adopted this pronouncement and are currently
evaluating the expected impact that the adoption of SFAS 157 will have on our consolidated financial position
and results of operations. )

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities”, or SFAS 159, which permits companies to elect to measure certain eligible items at fair
value. Subsequent unrealized gains and losses on those items will be reported in earnings. Upfront costs and fees
related to those items will be reported in earnings as incurred and not deferred. SFAS 159 is effective for us
beginning January 1, 2008. If a company elects to apply the provisions of the Statement to eligible items existing
at that date, the effect of the remeasurement to fair value will be reported as a cumulative effect adjustment to the
opening balance of retained earnings. Retrospective application will not be permitted. We are currently assessing
wheéther we will elect to use the fair value option for any of its eligible items.

Reclassifications—Certain amounts reported in prior years have been reclassified to conform to the current

year presentation, including the reclassification of minority interest totaling $24,000 in 2005 to other income
(expense).
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2. SHORT-TERM INVESTMENTS

Short-term investments are categorized :;s available-for-sale securities and are summarized as follows as of
December 31, 2006 and 2005, respectively (in thousands):

December 31, 2006
Gross Unrealized  Gross Unrealized ) !
Cost Gains Losses Market Value
Short-term investments:
U.S. and state governmental
agencies .............0.0 .- $19.876 $ 77 $ (- $19,946
Corporatebonds . ............. 496 — L 496
Other .........civieeni.. 2,000 — - 2,000
Total short-term investments: ....... $22,372 $ 77 $ M £22,442
December 31, 2005
. Gross Unrealized Gross Unrealized
Cost " Gains Losses Market Value
Short-term investments: |
U.S. and state governmental
AZENCIES . oot vt e $28,789 $ 56 $(12) $28,833

As of December 31, 2006 and 2005, short-term investments have remaining maturities ranging from one to
ten months.

3, INVENTORIES

Inventories are classified as follows (in thousands):

December 31,
2006 2005
Raw materials ................. A $ 596 3% 269
WOTK N PrOZIESS . oo vt e e et et e 524 170
Finishedgoods . ........ . .o v i e 15,124 17,513
Total INVENOIIES | . o\ vt e e et e e e e et ettt et ae e, 316,244 $17,952
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4. PROPERTY AND EQUIPMENT

Property and equipment consist of the following (in thousands):

December 31,
2006 2005
System components, including vehicle tracking units . ................... $14769 $12313
Equipment, software, furniture and ﬁxtures and leasehold improvements .. .. 20,495 16,699
Vehicles .......... . . .. e e 1,136 2,462
Total ... . e e 36,400 31,474
Less: accumulated depreciation and amortization ... .................... (21,212} (17.641)
Total ... . 15,188 13,833
System COMpoNENts NOL YEt iNSEIVICE . ... ..ottt i nnnn s 6,383 4,272

Property and equipment—aet . . ... ... ...\ $21,571  $18,105

Depreciation expense relating to property and equipment totaled $6,047,000, $5,339,000 and $4,671,000 for
the years ended December 31, 2006, 2005 and 2004, respectively. -

System components not yet in service consist primarily of certain infrastructure equipment relating to the
operation of the LoJack System.

5. BOOMERANG ACQUISITION

On October 29, 2004, we acquired Boomerang, a provider of stolen vehicle recovery technology in Canada,
for consideration totaling $56,219,000. ExchangeCo, a wholly owned Canadian subsidiary of LoJack, acquired
all of the issued and outstanding shares of Boomerang pursuant to a Combination Agreement, dated as of
August 16, 2004, between LoJack, ExchangeCo and Boomerang. The acquisition added to our organization a
company that has historically been profitable and has an established brand in Canada that complements our own
core business. We gained access to the Canadian market, including the provinces of Quebec, Ontario and British
Columbia. We also obtained Boomerang’s expertise in marketing to insurance companies, as well as technology
that may be leveraged for new applications globally.

The consideration paid to Boomerang stockholders consisted of (i) 591,266 shares of LoJack common stock,
valued at approximately 37,143,000, (i1) 835,659 ExchangeCo exchangeable shares, exchangeable for 835,659
shares of LoJack common stock, vaiued at approximately $10,094,000 and (iii) $21,381,000 in net cash. The fair
value of our common stock and the ExchangeCo exchangeable -shares was determined based upon the quoted
price of LoJack common stock based on the market prices two days before through two days after the
measurernent date. The acquisition was accounted for under the purchase method of accounting and the results of
operations of Boomerang have been included in our consolidated results from the acquisition date. The purchase
price of the acquisition was allocated to tangible and intangible assets and assumed liabilities based on their
estimated fair values. We allocated $8,440,000 of the purchase price to intangible assets comprised of trade
names and trademarks of $640,000, monitoring contractual relationships of $6,400,000, and completed
technology of $1,400,000. The excess purchase price of approximately $44,002,000 after this allocation has been
accounted for as goodwill.: We have determined that the goodwﬂl associated with the acquisition is not
deductible for tax purposes.
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6. GOODWILL AND OTHER INTANGIBLES

All goodwill is associated with the Boomerang acquisition and is allocated entirely to the Boomerang
segment. The carrying amount of goodwill was $46,287,000 and $46,303,000 at December 31, 2006 and 2005,
respectively. The decrease of $16,000 is attributable to currency translation adjustments made during 2006.

Intangible assets in the consolidated balance sheets are detailed as follows (in thousands):

Decembér 31, 2006 : December 31, 2005
Gross Carrying Accumulated Amortization Gross Carrying Accumulated Amortization

Amount Amortization Period Amount Amortization Period

Monitoring contractual . ‘
relationships .............. $6,699 $1,613 9 years $6,700 $ 869 9 years
Completed technology ......... 1,465 794 4 years 1,466 427 4 years
Trade name and trademark ... .. 670 161 9 years 670 .87 9 years
Patents and other intangibles . . .. 150 C— n/a 575 .- 400 7 years
Total ... i $8,984 $2,568 7 years $9411 $1,783 7 years

For the years ended December 31, 2006, 2005 and 2004, amortization expense for intangible assets was
$1,244,000, $1,201,000 and $252,000, respectively.

Estimated amortization expense for the next five years for our intangible assets as of December 31, 2006 is
as follows (in thousands):

2007 e e e e $1,185

2008 e e iae e e 1,124

2000 e 819

2030 L e e 819

1 1 1 O 819
7. OTHER ASSETS

Other assets consist of the following (in thousands):

December 31,

. ‘ 2006 2005
Investments in international licensees . . ........ ... it $3,995  $3,995

codnvestment in SCI ...t e e e 2,813 —
Deferred compensation plan assets .. ....... ..o it S 1,102 448

Absolute SOftWare WAITANLS . . ... ..cooverunneenetiinaae e e 865 . —
Deferred financing cosis, ME .. ... .. o oot it e 120 163
Security depositsandother ............ ... oo iininn 291 176

Total Other assels . ... ... ovvi ettt $9,186 782

.
Investment in international licensees

As of December 31, 2006, investments.in international licensees of $3,995,000 included a 12.5% equity
interest in our Mexican licensee, totaling $1,541,000 and a 7.74% interest in our French licensee, totaling
$2,454,000.

Under the cost method of accounting, the investments are carried at cost and adjusted only for other-than-
temporary declines in fair value, distributions of earnings and additional investments made. Management
periodically reviews the carrying value of these investments. Based upon projections of anticipated cash flows,
market conditions, legal factors, operational performance, and valuations, when appropriate, we have concluded
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that there are no impairments to the fair value of these investments that should be viewed as other-than-
temperary. During 2006 and 2005, our Mexican licensee declared and paid dividends of $75,000 and $120,000,
respectively, which we recorded in other income. We have not recorded any gains or losses on these investments
through December 31, 2006. :

We may be required to record an impairment charge in a future period if (1) the licensee would require
additional capital and is unable to raise sufficient capital to continue operations, (2) the licensee raises sufficient
capital, but at a lower stock price than currently valued and/or (3) the operations and future cash flows of-the
licensee vary significantly from current projections, adversely affecting the viability of the business, or other
negative events were to occur,, - :

Below are the related party revenues associated with, and the receivables outstanding from, our Mexican
and French licensees (in thousands): | -,

Mexican French
Licensee Licensee

Revenues for the year ended:

December 31,2006 ....... e e e $3,368  $2,209
December 31,2005 ................. R $4,832  $1,774
December 31, 2004 . ... .t e e $3,589  $£1,200
Accounts receivable at:
" December 31,2006 ... .o ..., % 60 % 495
December 31,2005 ....... e e T $1,436 $ 438

Investment in SCI

In October 2006, we entered into a stock purchase agreement with SCI, a Bothell, Washington based
company with revenues under $5,000,000 prowdmg solutions for cargo stock ‘theft prevention, investigation,
tracking and recovery. Under the agreement, we invested $3,000,000 of cash to be used for investment in the
cargo and tracking recovery business. In return, we received a 40% minority ownership in SCI and representation
on its Board of Directors. SCI will leverage its existing experienced sales force to sell the recently branded
“LoJack inTransit” service. In addition, we received warrants to purchase 3,600,000 shares of SCI Class A
common stock over an eight year period with exercise prices of between $1.00 and $1.92 per share. We have
allocated $109,000 of our investment in SCI to these warrants. Because of explicit net settlement provisions, the
warrants must be accounted for as a derivative at fair value. . ¢

We have applied the provisions of FIN No. 46(R), Consolidation of Variable Interest Entities, in evaluating
our investment in SCI. The Company has concluded that it is not deemed to be the primary beneficiary of the
variable interest entity. and has applied the provisions of Accounting Research Bulletin No. 51, Consolidated
Financial Statements and APB Opinion No. 18, The EquityMethod of Accounting for Investments in Common
Stock, in accounting for our investment in SCI. We account for our investment in SCI using the equity method
and will recognize our pro rata share of SCI’s operating results in our consolidated statement.of income. For the
year ended December 31, 2006, we recognized $187,000 of SCI's losses in other income since the date of our
investment. The carrying values of the investment and warrants will be periodically reviewed for indications of
impairment. Based upon projections of anticipated future cash flows, market conditions, legal factors, market
potential and operational performance, we will make a determination whether there is any 1mpalrment to the fair
value of this investment that should be viewed as other-than-temporary. :

Absolute Software warrants

In June 2005 we eatered into a ten year trademark license agreement with Absolute Software, Inc., or
Absolute, a Vancouver, British Columbia, Canada based computer theft recovery company to brand its consumer
offering “LoJack for Laptops™. In addition to an annual per unit royalty, Absolute issued to us 500,000 warrants
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to purchase Absolute’s common stock with vesting on a pro rata basis over a five year period commencing on
July 1, 2006. In accordance with EITF Issue No. 00-8, Accounting by a Grantee for an Equity Instrument to be
Received in Conjunction with Providing Goods or Services, the Company has concluded that a measurement date
is not achieved until the warrants become vested and exercisable. Prior to reaching a measurement date, the fair
value of unvested warrants is calculated utilizing a Black-Scholes option pricing model and the earned and
unearned revenue-is adjusted to fair value. Once a measurement date has been reached, the fair value of vested
warrants is measured and the earned reveriue becomes fixed with amortization occurring over the remaining life
of the licensing agreement. Subsequent to reaching a measurement date, the vested warrants will be accounted
for as derivatives under SFAS 133, which requires that the warrants be recorded at fair value at each reporting
date with any changes in fair value being recorded in the income statement. We classify the gains on investments
in other income.

The fair value of the vested and unvested Absolute Software warrants at December 31, 2006 is $865,000,
and the deferred revenue associated with the vested warrants totalled $166,000 at December 31, 2006.

8. DEBT .
Our debt consisted of the following as of December 31, 2006 and 2005 (in thousands):

December 31,
2006 2005
Current maturities of 1ong-term debt . . . .. ... ..uuuurrene e eeeieiaaannnns $5273 $ 5,274
Borrowings under line-of-credit facility .................... e 4,286 —
Total current portion of long-termdebt .......... ... ... .. .o s $9,559 § 5274
Long-term debt: i
Canadian dollar denominated term loan, less current portion . . ........... $9.242 314,520

In October 2004, we entered into a Multicurrency Credit Agreement, to provide debt financing for the
acquisition of Boomerang and to replace.a prior revolving line of credit facility. The Multicurrency Credit
Agreement is comprised of an unsecured $10,000,000 revolving line of credit, or the line of credit, and a term
loan.

The outstanding borrowings under the term loan used. for the Boomerang acquisition totaled
CAD$16,930,000 (U.S. dollar equivalent of $14,515,000) as of December 31, 2006. Borrowings under the term
loan bear interest at a variable rate, adjustable quarterly, at our option, at either the Canadian base rate or a Euro-
currency denominated rate, or Canadian LIBOR. The Canadian base rate is defined as the greater of the Canadian
prime rate (6% at December 31, 2006) or the Canadian dollar denominated bankers acceptance rate plus 1%
(totaling 5.32% at December 31, 2006). The Canadian LIBOR rate at December 31, 2006 was 4.27%. The term
loan requires that we make quarterly principal payments of CAD$1,537,000 per quarter from March 2006
through October 29, 2009 when all outstanding balances become .due. During the second quarter of 2005 we
elected to pay an additional voluntary principal payment of CADS$2,100,000. We may continue to make
additional voluntary principal payments in the future depending on future cash flows.

Borrowings under the $10,000,000 line-of-credit facility must be denominated in U.S. dollars. No
borrowings under the line of credit were outstanding at December 31, 2006. \

The Muiticurrency Credit Agreement, as amended, contains limitations on capital expenditures, repurchases
of common stock certain investments, acquisitions and/or mergers; and prohibits disposition of assets other than
in the normal course of business. Additionally, we are required to maintain certain financial performance
measures including minimum leverage and EBITDA ratios, minimum net worth levels and maximum capital
expenditures. The payment of dividends is permitted under the Multicurrency Credit Agreement and is limited
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-

only to the extent such payments affect our ability to meet certain financial performance measures. Failure to
maintain compliance with covenants could impair the availability of the facility. As of December 31, 2006, we
were in compliance with all covenants under the Multicurrency Credit Agreement.

. In 2005, we added a CADS$5,000,000 revolving line-of-credit facility for our Boomerang segment. In
February 2007, the revolving line-of credit facility was increased to CAD$10,000,000. In 2005, we also entered
into an agreement with our lender for CAD$500,000 in overdraft protection for our Boomerang segment. Interest
on this overdraft protection will be based on the lender’s prime rate plus 75 basis points.

We also have a $4,000,000 revolving credit note, or the demand line. Outstanding borrowings under the
demand lilie, bear_interest, payable rnonlhly, at the bank’s base rate (8.25% at December 31, 2006), or if
converted at our option, based upon the LIBOR rate plus 175 basis points (totaling 7.09% at December 31,
2006). As of December 31, 2006, we had two irrevocable letters of credit in the aggregate amount of $1,111,000
outstanding. These Jetters of credit reduce the amount available to borrow under this demand line. As of
December 31, 2006, there were no outslanding borrowings under the demand line. ’

The following table summarizes our annual maturities of debt subsequent to December 31, 2006 (in

thousands)
. Long-Term Debt (1)
2007 ..... S $ 9,559
2008 e e e e 5,273
200D L e e 3,969
Total principal ... ....ovuuti i $18,801

(1) This debt is denominated in Canadian dollars and the maturities have been presented at the exchange rate for
U.S. dollars prevailing at December 31, 2006

9. STOCKHOLDERS' EQUITY

Preferred Stock—As of December 31, 2006, we had 10,000,000 authorized shares of $.01 par value
preferred stock of which 350,000 shares have been designated as Series B Junior Participating Preferred Stock,
par value $.01 per share, or the Series B Preferred Stock. The Series B Preferred Stock is reserved for issuance
pursuant ‘to Series B Preferred Share Purchase Rights {each a Right) attached to the common siock, The
description and terms of the Rights are set forth in a Rights Agreement between the Company and American
Stock Transfer and Trust Company. There were no shares of Series B Preferred Stock outstanding at
December 31, 2006, 2005 and 2004.

Common Stock—As of December 31, 2006, we had 35,000,000 authorized shares of $.01 par value
common stock. Shares equal to the number of ExchangeCo exchangeable shares outstanding are reserved for the
future exchange to LoJack shares. In addition, 3,295,828 shares are reserved for the future issuance and exercise
of stock options:’

As partial consideration in the acquisition of Boomerang, we issued 835,659 exchangeable shares of
ExchangeCo with no par value. ExchangeCo is a wholly owned subsidiary of LoJack and shares of ExchangeCo
are convertible into LoJack common shares on a one-for-one basis. Holders of ExchangeCo shares have
dividend, liquidation, and voting rights on a basis similar to LoJack common shares. As of December 31, 2006
and 2005, there were 18,979 and 787,657 exchangeable shares of ExchangeCo outstanding. ExchangeCo shares
were included in the calculation of total basic and diluted earnings per share starting in 2004,

In connection with our acquisition of Boomerang, we issued one share of $.01 par value preferred stock
designated as Special Voting Preferred Stock to Computershare Trust Company of Canada, as trusiee under a
Voting and Exchange Trust Agreement among LoJack, Boomerang and the trustee. As trustee, Computershare
Trust Company votes in favor of the holders of the ExchangeCo shares.
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Incentive Plan—In May 2003, our shareholders approved the 2003 Stock Incentive Plan, or the Incentive
Plan, which provides for the issuance of stock options and the' granting of restricted stock to our executive
officers, officers and other key employees. A total of 1,471,787 shares of common stock were authorized for
issuance under the Incentive Plan, consisting of 1,000,000 new shares and 471,787 shares allocated from our
Restated and Amended Stock Incentive Plan which we terminated in' May 2003. All shares issued under the
incentive plan are registered shares newly issued by the Company. The incentive ‘stock options are granted at
exercise prices equal to the fair market value of the Company’s common stock on the date of grant as defined in
the Incentive Plan as the fair market value as of the close of business on the trading day immediately preceding
the date of grant. Options generally become exercisable over periods of two to five years and expire over periods
of seven to ten years from the date of the grant. At December 31,2006, there were 1,863, 881 options and
225,657 shares of unvested stock outstanding under both plans and 434,568 shares were available for future grant
under the Incentive Plan. . i

Fl

The following table presents activity of all stock options: ‘ .

Weighted
" Average ' Aggregate
Weighted Remaining Intrinsic -
Numberof  Average Contractual Term Value
Options Price (in years) {in thousands)
Outstanding at January 1,2004 . ................... 4,258,199 § 803
Granted .. ..o e 286,975 8.69 '
Exercised ................. e (637.879) 734
Cancelledor forfeited .. ...................... (17,915) 5.76
Outstanding at December 31,2004 ................. 3,880,380 § 8.22
Granted . ... .. .. 297,525 1428 . .
EXEriSed . ..o.veeio e (1,595,574)  9.44 ',
Cancelled or forfeited . . ... ..o, (128,840)  8.60
Outstanding at December 31,2005 ................. 2462491 $ 8.20 -
Granted ... .t e e e . 134,250 19.64
Exercised ........... U 0N (705,400) 7.54
Cancelled or forfeited ... .... U, L (27.460)  9.53. , ’
Outstanding at December 31,2006 .. ..«......... ... 1863881 $918 ., 5 _ $15,140
Vested or expected to vest at December 31,2006 .. . ... 1,851,045 $912 - 5 ©$15128"
Exercisable at December 31,2006 . ................. 1,380,819 $_8.09 .4 . $12,455

‘The aggregate intrinsic values in the preceding table represent: the total pre tax mtrmsw values based on our
closing stock price of $17.08 as of December 31, 2006 which would have been received by the opnon holders
had all in-the-money options been exercised as of that date.
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The total pre-tax intrinsic values of options exercised for the years ended December 31, 2006, 2005 and
2004 were $9,693,000, $16,587,000 and $1,313,000, respectively. Cash proceeds from the exercise of stock
options were $5,272,000, $14,943,000 and $4,680,000 for the years ended December 31, 2006, 2005 and 2004,
respectively. Income tax benefits realized from the exercise of stock options for the years ended December 31,
2006, 2005 and 2004 were $3,648,000, $6,268,000 and $548,000, respectively. o




The following table sets forth information regarding options outstanding at December 31, 2006:

v ’ o Weighted
C Average
Weighted Weighted Exercise
. Average Average Number Price for
Number of _ Range of Exercise Exercise Remaining Currently Currently
Options N Prices Price Life (Years) Exercisable Exercisable
701,581 $4.70-55.73 $ 533 6 571,694 ~$535
611,340 o 5.90-11.90 8.16 4 540,265 8.12
550,960 13.‘00-23.98 15.23 6 268,860 13.83
1,863,881 $4.70-$23.98 $ 9.18 5 1,380,819 . % 8.09

At December 31, 2005 ahd_2004, there wéré 1,607,080 and 2,729,989 options exercisable at weighted
average prices of $8.20 and $10.22, respectively

Unvested Stock—Unvested stock represents shares of common stock that are subject to the risk of forfeiture
until the fulfillment of specified conditions. Our unvested stock awards generally cliff vest either on the second
or third anniversary date of the grant,

For grants which vest based on certain specified performance criteria, the grant date fair value of the sharq$
is recognized over the requisite period of performance once achievement of criteria is deemed probable. For
grants that vest through only the passage of time, the grant date fair value of the award is recognized over the
vesting pericd. The fair value of unvested stock awards is determined based on the number of shares granted and
the :market, value of our shares on the grant date. For the years ended December 31, 2006, 2005 and 2004,
$1,087,384, $467,000 and $141,000 of compensation expense, respectively, has been recorded in operating
expenses. As of December 31, 2006, there was $2,270.000 of unrecognized compensation cost related to
unvested stock-based compensation arrangements granted under our stock plans which will be recognized as
compensation expense in the amounts of $1,550,000, $571,000, and $149,000 for the years ended December 31,
2007, 2008 and 2009, respectively. .

The following table prescnts activity of all unvested stock for the three years ended December 31, 2006:

Weighted
Number of Average
! Options Grant Date Fair Value
Unvested at January 1,2004 ........... P e — $ —
Granted . ... e 62,750 8.10
Forfeited ... ..............viuiii... e — C—
. Unvested at December 31,2004 ............... e 62,750 $ 8.22
Granted ........................ e e 90,668 14.41
Forfeited ...................... e et (10,350) 10.89
Unvested at December 31, 2005 ... .. R ... 143,068 $11.90
Granted ... . e e e 152,895 20.50
" Vested ........... e vt et (66,322) 13.19
Forfeited . ....... ... . i (3,984) 12.31
.Unvested at December 31,2006 ............... ... . v, 225,657 $17.34

As of December 31, 2006 there are 48,800 unvested shares that include performance conditions,

Impact of Adopting SFAS 123(R)—Effective January 1, 2006, the Company began to record compensation
expense related to stock options and shares purchased through our Employee Stock Purchase Plan, or ESPP, in
accordance with SFAS 123(R). The incremental pre-tax compensation expense related to employee stock options
and our ESPP for the year ended December 31, 2006 was $1,487,000.
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The following table presents the total amount of stock-based compensation expense in accordance with
SFAS No. [23(R) included in our consolidated statement of income for the year ended December 31, 2006 (in
thousands, except per share data}.

. Year Ended
December 31,
. - 2006
Costof goods sold ...........oooooiiiiiiiiii $§ 26l
Product develOPmENt .. .. .....vveutoninrinn e .. . 296
Sales and marketing ................ ... AU 679
General and administrative . ............ i 3,011
Pfe 1ax stock-based compensation expense ........... ... oo 4,247
Income X DENEIILS « ottt e e (1,319)
Total stock-based compepsanon expense, net ............... . ) $ 2,928
Ca!sh flows from operating activities ....................... e $ 1,046
Cash flows from financing aCvities .. ..........olverruneuaeoriinann. $ 2,602
Basic earnings pershare , . ....... ... oo $ 0.16
Diluted earnings pershare ............ TR !.‘:. ........... $ 015
Included in pre-tax stock-based compensation expense are costs of $1,017,000 and $151,000 in general and

administrative and cost of goods sold, respectively, relating to acceleration of vesting under stock option
agreements arising from severance arrangements ‘with three employees that occurred during the year ended
December 31, 2006.

Stock-based compensation expense recognized for all equity-based awards is net of estimated forfeitures.
There was $1,912,000 million of total unrecognized compensation expense related to stock options outstanding at
December 31, 2006. The cost is expected to be recognized over a weighted average period of 2 years.

The following table illustrates the effect on net income and earnings per share for the years ended
December 31, 2005 and 2004 as if we had applied the fair value recognition provisions of SFAS No. 123 to
stock-based employee awards (in thousands, except per share data).

Year Ended December 31,

2005 2004
Netincome, asreported . .. ... ... oo i s $18,439 £10,400
Add: Stock-based employee compensatlon expense included in reported net income, ‘
net of related INCOME 1AX EXPENSE ..\ .. ovv ettt 284 - 86
Less: Stock-based compensation expense determined under fair value method for all
stock options, net of related income tax benefit ...ooviviet e (1,798) (1,314)
Pro forma net incom'e .................................................... $16,925 $ 9172
Earnings per share:
Basic,as reported ... ... ... $ 1.03 $ 0.67
Basic, pro forma ... $ 094 $ 059
Diluted, asreported . ................ T PP $ 096 § 064
$ 057

Diluted, pro forma . ... ... .ot . $ 089
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The fair value of options at date of grant is estimated using the Black-Scholes option pricing model. The fair
value is then amortized on a straight-line basis over the requisite service periods of -the. awards, which is
generally the vesting period. Use of an option pricing model requires management to make certain assumptions
with respect to selected model inputs. Expected stock price volatility was calculated based on the historical
volatility of our common stock over the expected life of the option. The average expected life was based on the
contractual term of the option and expected employee exercise behavior. The risk-free interest rate is based on
U.S. Treasury zero-coupon issues with a remaining term equal to the expected life assumed at the date of grant,
Forfeitures are estimated based on voluntary termination behavior, as well as an analysis of actual option. Qur
stock .options have characteristics significantly different from those of traded options because changes in the
subjective input assumptions can materially affect the fair value estimate.

.The weighted-average assumptions used in the Black-Scholes option pricing model for the years ended
Dt:‘:cember 31, 2006, 2005 and 2004, respectively were as follows:

December 31,

2006 ~ 2005 : 2004
Range of risk free interestrates . ... ....................... 4.58%-4.85% 3.87%-4.25% 3.14%-4.19%
Expected life of option grants ... ......................... 5 years 6 years 6 years
Weighted average volatility ............................. 46% 38% 8%
Dividendyield .«... ... ... ... ... oo 0% 0% 0%
Average grant date fair value .. .. ................... A $8.98 - $6.27 33.72

Employee Stock Purchase Plan—In May 2002, our stockholders authorized 250,000 shares of common
stock to be available for our ESPP. In May 2004, our stockholders voted to increase the shares available under
the ESPP to 1,000,000 shares. The ESPP is open to all employees in the United States who have at least six
months of service and allows eligible employees to purchase our stock at the lower of 85% of the fair market
value of the shares on the offering date or the purchase date, which is six months after commencement of the
offering date. For the years ended December 31, 2006, 2005 and 2004, 87,715," 108,804 and 121,427 shares,
respectively, were issued under the plan.

- The weighted-average ESPP assumptions used in the Black-Scholes option pricing model for the years
énded December 31, 2006, 2005 and 2004, respectively were as follows:

i . : "+ December 31,

. 2006 2005 2004 .
Range of risk free interestrates ........................... 5.00%-5.16% 3.09%-3.09% 1.64%-2.50%
Expected life of optiongrants ..................... ... ... 6 months 6 months 6 months
Weighted average volatility ...... S 31.69% 43% 25%
Dividend yield .................. e 0% 0% 0%
Average grant date fairvalue .. ............ . ... ... $3.93 T $336° 51.82

Stock Repurchase Plans—All stock repurchases are accounted for as a reduction of common stock and
additional paid-in capital. In 1996, our Board of Directors authorized a stock repurchase plan, or the Repurchase
Plan. The Repurchase Plan, as amended several times since that date, authorized us to purchase up to 9,200,000
shares of our outstanding common stock. Through February 27, 2006, the date the' Repurchase Plan was
terminated, we had repurchased 8,792,002 shares for a total of $82,131,000. For the two months ended
February 28, 2006, we repurchased 49,300 shares for a total value of $1,195,000 under the Repurchase Plan,

On February 28, 2006, our Board of Directors authorized a new stock repurchase plan, or the 2006

Repurchase Plan. The 2006 Repurchase Plan, which replaces and is not additive to the Repurchase Plan,
authorizes us to purchase up to 2,000,000 shares of our outstanding common stock over the next two years.
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Through December 31, 2006, we had repurchased 1,244,566 shares under the 2006 Repurchase Plan at a cost of
$24,231,000 or an average price of $19.49 per share. On December 19, 2006 the Board of Directors increased the
remaining authorization to 2,000,000 shares.

10. INCOME TAXES

The compenents of income before taxes on income are as follows (in thousands):

Year Ended December 31,
2006 2005 2004
nited StalES . oottt e e e e e e $14.476 $24,537 $15,786
FOTEIEN ...t e e 10,059 2,983 1,266

$24,535 $27,520 $17,052

The provision (benefit) for income taxes consists of the following (in thousands):

Year Ended December 31,
2006 2005 2004
Current ‘
Federal ....... ... iiuiiivnnn. e e e $ 8,641 $5403 $ 8292
o 717 1,131 370 1,291
FOTEIZI © ot i e 3441 1,656 712
037 UGG 13,213 7429 10,295
Deferred: ' '
Federal . ..ot e e e (4534) 2,254 (2,957)
State ...... R (220 91 (422)
200 3 T 1 T I TS 431)  (693) (264)
B (07 (5,185) 1,652 (3,643
Provision for income taxes . .......... e e $ 8,028 $9,081 $ 6,652

The difference between our effective income tax rate and the United States statutory rate is reconciled
below:

Year Ended December 31,

12006 2005 2004
U.S. SIAULOTY TAIE . ..ottt teeere et vea v e eiianaaas e, 5% 35% 35%
State taxes, net of federal benefit ....... .. ... i i e 2 4 4
Foreignsales .................. i, N — (l) (2)
Release of 1aXx CONLINZENCY .. ..o vttt ittt i ieanaeas 4) 3 —
Foreign rate differential . ......................... B, e ®) 2 —
Unbenefited foreign losses . ... i i e 6 — —
L0113 o T G OGP _2 - _2
Effective INCOME AKX TALE . . v\t vt ettt et ee e e a e anr e nesanns _33% _2% _39%
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The tax effects of the items comprising our net deferred tax asset as of December'31, 2006 and 2005 are as
follows (in thousands): - : v

December 31,
2006 2005
Deferred tax assets: . .
Accruals not currently deductible . .......... ... ... ... ool 54460 § 1,448
Revenues recognized fortax purposes .. .......... ... 8,682 7,051
Net operating loss carryforwards .. ........ .. ... ... .. ... ...l 1,591 273
Total gross deferred tax @ssels ... ..ottt 14,733 8,772
Valuation allowance . ................ e AT L ' (1,430) a7nh
Netdeferred tax assets .. ... oo vttt e e - 13,303 - 8,601
Deferred tax liabilities: L
Depreciabie assets . ... ... .. iiiitiii it e (1,065) (1,403)
Taxcredits . ... .. e (45) v -
Intangible assets . ...... ..ot (1,969) (2,319
Deferred revenue ... . . e : 20) (76)
Absolute Software warrants . ................... e . (265) L —
Other . e (25) (4)
Total deferred tax liability ........................ P . (3,389) - (3,802)
Net deferred tax SS615 . ... .ttt et e $ 9914 $4.799,

As of December 31, 2006, we have aggregate state net operating loss carryforwards of approximately
$2,900,000 which will expire at various dates through 2025. , : :

We are audited by federal, state and foreign taxing authorities. The outcome of these audits may result in
our being assessed taxes in addition to amounts previously paid. Accordingly, we maintain tax contingency
reserves for such potential assessments when they are probable and estimable. The reserves are determined based
upon our best estimate of possible assessments by the Internal Revenue ‘Service or other taxing authorities and
are adjusted, from time to time, based upon changing facts and circumstances. During 2006, the Internal Revenue
Service completed its audits of our consolidated domestic i income tax returns for calendar years ended 2003 and
2004. Upon completion of the audit, we reassessed our income tax contingency reserves to reflect the audit
findings and recorded an $845,000 reduction in federal income tax expense during 2006. During the fourth
quarter of 2005, the Commonwealth of Massachusetts completed its audits of our combined Massachusetts
income tax returns for fiscal year 2000 through calendar year 2002. As a result of the Commonwealth issuing its
final assessment related to the periods under examination, we reassessed our income tax contingency reserves to
reflect the Commonwealth’s findings and recorded a $710,000 reduction in state income tax expense during the
fourth quarter of 2005

At December 31, 2006 we had foreign net operating loss carryforwards of approximately $4,700,000 related
to our operations in Italy and China; $3,911,000 of the losses can bhe carried forward indefinitely and $789,000
will expire in 2011. We have a valuation allowance for deferred tax assets related to net operating losses at
December 31, 2006 of $1,430,000, which is an increase of $1,259,000 from $171,000 at December 31, 2005. The
valuation allowance has been established against certain international losses because we determmed that it is
more likely than not that these benefits will not be realized because of the lack of historical earnings in the
foreign countries. If sufficient evidence of our ability to generate future taxable income in those countries
becomes apparent, we may reduce our valuation allowance, which would result in mcome tax benefits in our
consolidated statement of income,
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We™do not provide for federal income taxes on undistributed earnings of our foreign operations that are
intended to be invested indefinitely outside the United States. If repatriated, additional taxes of approximately
$1,399,000 on these earnings would be due, based on the current tax rates in effect.

11. COMMITMENTS AND CONTINGENT LIABILITIES

Lease Commitments—We lease various facilities, equipment and vehicles under operating leases whose
terms expire from 2007 to 2012. Certain facility leases contain renewal options ranging from two to five years.
Certain of our facility leases contain escalation clauses; we record the total expense of the lease on a straight-line
basis.over the estimated term of lease.

Minimum annual lease payments under operating leases as of December 31, 2006 are as follows (in
thousands)

10 S U 4,136
B000 L e e e e e e e 3,514
O 0 1 1 0 T OO O 2,829
2011 and thereafter . ... ... ..o ii i T 8,161
Total EEETRO e e e e e e $23,590

Rental expense under operating leases aggregated approximately $5,962,000, $5,056,000, and $4,224,000,
for the years ended December 31, 2006, 2005 and 2004, respectively.

Purchase Commitments and Milestone Payments—In the fourth quarter of 2006, we placed purchase
orders to fulfill our estimated calendar year 2007 production requirements. These orders include non-cancelable
commitments of approximately $30,408,000. We are also committed to our suppliers for certain system
components of $1,018,000.

Contmgenaes—From time to time, we are engaged in certam legal matters arising in the ordinary course of
business. In our opinion, we have adequate legal defenses or insurance coverage with respect to these actions and
believe that the ultimate outcomes will not have a material adverse effect on our financial position.

" In 2006, the Company was'granted a $6,800,000 award by a court in Massachusetts in conjunction with a
suit ‘brought by the Company against Clare, Inc. Both parties to this matter are appealing the court’s ruling. We
will not record the contingent gain in our financial statements until such time as all legal remedies have been
exhausted, a decision by the court(s) 1s made final and payment has been received or is assured of being
collected

Certain Concentrations—We have contract manufacturing arrangements for the LoJack Unit and other
LoJack System” components sold through the domestic and international segments. We believe that several
companies have the capability to manufacture LoJack Units.

12. EMPLOYEE BENEFIT PLANS

We have a defined contribution plan under Section 40l(k) of the Internal Revenue Code to provide
retirement benefits covering substantially all full-time domestic employees. Under the provisions of the plan,
employees are eligible to contribute a portion of their compensation within certain limitations as established by
the plan and thé Internal Revenue Code. Annually, we match a percentage of employee contributions on a
discretionary basis as determined by the Board of Directors. Qur Board of Directors elected to match 50% of
employee contnbutlons (100% of employee contributions for those individuals with more than five years of
service) up'to a maximum of 6% of thé participants’ compensation, for the years ended December 31, 2006, 2005
and 2004, subject to certain limitations. Company contributions become fully vested after five years of
continuous service. Company contributions related 1o the plan were approximately $1,145,000, $1,111,000 and
$982,000 for the years ended December 31, 2006, 2005 and 2004, respectively.
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. In December 2004, we established a nonqualified deferred compensation plan for the benefit of our key
employees. The plan allows for eligible employees to defer a percentage of their total cash compensation. We
will match 50% of employee contributions (100% of employee contributions for those individuals with more
than five years of service) up to a maximum of 6% of their total cash compensation. Company contributions
become 100% vested three years after contribution. We may also make discretionary contributions to the
deferred compensation plan in a form and manner we determine. Employee deferrals and Company contributions
began in the first quarter of 2005 During 2006 and 2005, we contributed approximately $199,000 and $175,000,
respectively to the plan.

13. BUSINESS SEGMENT AND GEOGRAPHIC INFORMATION

We have three separately managed and reposted business segments: domestic, international and Boomerang,
The accounting policies of our segments are consistent with those policies described in Note 1.

Our domestic segment sells products that operate in all .or a portion of 26 states and the District of
Columbia, in the United States.

Our mtcmauonal segment sells products, licenses or owns and operates LoJack proprietary vehicle recovery
technology in 28 countries and territories throughout Europe, Asia, Africa and Latin and South America.

In October 2004, we acquired Boomerang, a provider of stolen vehicle recovery in Canada. We consider
Boemerang as its'own operating segment.

. The following table presents information about our operating segments for the years ended December 31,
2006 2005 and 2004 (in thousands). Certain general overhead costs have been allocated to the domestic and
international segments based on methods considered to be reasonable by our management. Income taxes have
been allocated to the domestlc and international segments using our effecuvc tax rate.

Domestic  International Boomerang - :

Segment Segment Segment Consolidated
Year ended December 31, 2006
Revenues ......... .. i e $146,953 $46,416 $19,919  $213,288
Depreciation and amortization ......................... 4,729 199 2,406 7.334
Interest iNCOME .. [ ..o ieiiiiii i ennnn e 628 692 44 1,364
IOLEIESt EXPENSE vt s oo et e et 20 17 1,078 1,115
Income tax expense / (benefit) ......................... 2,697 5,403 (72) 8,028
Segment netincome /{loss) ........... ool 9,982 6,716 (191) 16,507
Capital expenditures .. ...... ... ... ... coiiiiiiirannn. 7,365 1,066 1,119 9,550
Segmentassets ........ it e, 115,248 29,291 57,481 202,020
Deferredrevenue . ...... .. ...ttt inrann.. 36,199 1,300 11,316 48,815
Year ended December 31, 2005 )
REVENMUES ..o i et e e e $130,182 341,053 $19.491 $190,726
Depreciation and amortization .. ....................... 4,335 13 2,234 6,582
Interestincome .. ........... . i iiurniniinniriren, 338 369 105 812 -
Interest eXpense ........... ... i iiii i, 43 43 870 . 956
Income tax expense /(benefit) ......................... 5,045 4,301 (265) 9,081
Segmentnetincome ............. ... .cciiiiiiaean, 9,354 8,233 852 18,439
Capital expenditures .. .......... ... ... .. . 6,600 229 993 7.822
Segment assets .. ... ... i 107,726 25,240 58,597 191,563
Deferredrevenue .. ......... it iriiinnnnenn. 30,411 1,556 12,622 44,589




Domestic  International Boomerang

Segment Segment Segment Consolidated

Year ended December 31, 2004

Revenues ....0. . . ...t e $111,968  $29,923 $ 3,800  $145,691
Depreciation and amortization .......... 0000 eeriiaaann 4,475 29 419 4,923
TOtEreSt INCOMIE ..ottt et i e mee e e i ciaasaas 20 186 17 223
Interest expense ................. e e 5 28 175 208
INCOME tAX EXPENSE .. .vvern v vr e e naa e ciasaaanrrenn 3,598 3,023 31 6,652
Segmentnetincome ............. ... iiiiiiiii 5,628 4,729 43 10,400
Capital expenditures .. ...ttt 3,338 — 28 3,366
Segmentassets ... ... ... i 68,318 18,720 62,484 149,522
Deferred reventie ... ...vun ittt et i i 23,237 2,080 11,882 37,199

The following table presents information about our geographic revenues, based on the location of our
custormners, for the years ended December 31, 2006, 2005 and 2004 (in thousands):

Year Ended December 51,

' i 2006 2005 . 2004
UNIEd SLAES . . o vt et e et et e e et e e $146,953 $130,182 $111,968
Africa, primarily South Africa ......... ... .. . oo 10,470 9,158 10,884
Latin American and Caribbean countiies ... ... ... oottt i 31,288 28,065 15,612
(071 17:s - SRS O 19,919 19,491 3,800
EUurope and ASi@ . ... uvvt it e 4,658 3,830 3,427
Total ............. e SR $213,288 $190,726 $145,691

We carry a varietylovf long-lived assets on our.consolidated balance sheet including property and equipment,
identifiable intangible assets and goodwill. The following table presents information about our long-lived assets
as of December 31, 2006 and 2005 (in thousands):

December M,
. 2006 2005
(0011 7 - A $54.916  $56,144
United STAIES .+ oot i et ittt et it et e e 18,162 15,674
Italy and Other . ... ... .ov et ittt 1,196 218
4 ] | A £74274  $72.036

14. UNAUDITED QUARTERLY RESULTS.

Our unaudited quarterly results are summarized below (in thousands, except per share data):

First Second Third Fourth
Quarter  Quarter  Quarter  Quarter

1

Year Ended December 31, 2006 (1) )
Revenues ................ e SRR $50,762 $56,660 $54,866 $51,060

L (038 11Ty 11 U 25936 30925 29,664 26,830
NetinCome ........iivneennnennnn L 2,936 5,514 5,200 2,857
Basic earnings pershare . ... ... i i i i i $ 016 $ 030 $ 029 $ 0.16

Diluted earnings Pershare ... ........overerreeiinannaaaeainss $ 015 % 029 $ 028 § 0.15
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First Second Third Fourth
Quarter Quarter Quarter Quarter

Year Ended December 31, 2005

Revenues ........ ..o $42,952 $49.163 $52,253 346,358
Gross margin . ... ... .. e e e 22,095 26,875 28,686 24,067
Netincome ................. . ...... e 2,635 4,986 5,801 5,017
Basic eamings pershare ....................... e ... % 015 % 028 § 032 5 027
Diluted earnings pershare . . .......... .. .. i i, 5 014 % 026 § 030 3 0325

(1) In 2006, we adopted SFAS No. 1'23(R) which requires the expensing of stock options and shares purchased
through our ESPP, As a result of adopting the new standard, Net income decreased by $1,217,000, Basic
earnings per share decreased by $0.07 and Diluted earnings per share decreased by $0.06. For the fourth
quarter of 2006 approximately $1,500,000 and $0.08 were included in Net income and Basic and Diluted
earnings per share, respectively, relating to expenses associated with the retirement of the Company’s
former Chairman and Chief Executive Officer.

ITEM 9—CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON lACCO'UN_TING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A—CONTROLS AND PROCEDURES
Controls and Procedures

Based on their evaluation as of December 31, 2006, our Chief Executive Officer, Chief Financial Officer
and Corporate Controller and Chief Accounting Officer, have concluded that our disclosure controls and
procedures {(as defined in Rules 13a-15(e) and 15d-15(¢) under the Securities Exchange Act of 1934, as
amended) were effective to ensure that the information required to be disclosed by us in this Annual Report on
Form 10-K was recorded, processed, summarized and reported wnhln the time periods specified in the SEC’s
rules and instructions for Form 10-K. ' '

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting. Our internal control system was designed to provide reasonable assurance to our management and
board of directors regarding the preparation and fair presentation of published financia! statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those
systems determined to be effective can provide only reasonable assurance with respect to financial statement
preparation and presentation.

We have assessed the effectiveness of our internal control over financial reporting as of December 31, 2006.
In making this assessment, we used the criteria set forth by the Committee of Sponsoring Organizations of the
Treadway Commission, or COSOQ, in Internal Control—Iintegrated Framework. Based on our assessment we
believe that, as of December 31, 2006, the Company’s internal control over financial reporting is effective.

Our assessment of the effectiveness of our internal control over financial reporting was audited by
Deloitte & Touche LLP, an independent registered public accounting firm, as stated in their reports appearing on
page 74, which expresses unqualified opinions on management’s assessment and on the effectiveness of our
internal control over financial reporting as of December 31, 2006,

Changes in internal control over financial reporting

No changes in our internal control over financial reporting occurred during the quarter ended December 31,
2006 that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of

Lolack Corporation:
Westwood, Massachusetts

We have audited management’s assessment, included in the accompanying Management Report on Internal
Control over Financial Reporting, that LoJack Corporation and subsidiaries (the “Company™) maintained
effective internal control over financial reporting as of December 31, 2006, based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. The Company’s management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting. Our
responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the
Company’s internal control over financial reporting based on our audit,

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal ¢ontrol over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinions,

A company s internal control over financiai reporting is a process designed by, or under the supervision of,
the company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the reliability of financiat reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a materlal effect on the financial statements.

Because of the inherent hmltauons of internal control over financial reporting, including the p0551b|11ty of
collusion or improper management override of controls, materia! misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reponing as of December 31, 2006, is fairly stated, in all material respects, based on the criteria
established in Internal Control—integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Comrnission. Also in our opinion, the Company maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2006, based on the criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements as of and for the year ended December 31, 2006, of the
Company, and our report dated March 12, 2007 expressed an unqualified opinion on those financial statements
and included an explanatory paragraph relating to the adoption of Statement of Financial Accounting Standards
No. 123(R), Share Based Payment, effective January 1, 2006.

/st DELOITTE & TOUCHE LLP
Boston, Massachusetts

March 12, 2007
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ITEM 9B—OTHER INFORMATION

None,

PART II1

ITEM 10—DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
Code of Ethics ‘ '

Our Amended and Restated Code of Business Conduct and Ethics, or the Code of Business Conduct and
Ethics, applies to our directors, officers and employees. The Code of Business Conduct and Ethics is posted on
our website, www.lojack.com, under “Investor Relations” under the heading “Corporate Governance.” Any
waiver for directors or executive officers from a provision of the Code of Business Conduct and Ethics must be
approved by our Board of Directors and shall be disclosed on a Form 8-K within four business days.
Additionally, we intend to satisfy our disclosure requirement regarding any amendment to the Code of Business
Conduct and Ethics by posting such information on our website within four business days.

Our website address is included in this Annual Report on Form 10-K as a textual reference only and the
information in our website is not incorporated by reference into this Annual Report on Form 10-K.

See [tem 1, Business—Executive QOfficers. )

The remainder of the information required by this Item 10 is incorporated herein by reference to our
definitive Proxy Statement for our Annual Meeting of Stockholders to be held May 17,.2007 under the headings
“Proposal No. 1—Election of Directors,” “Corporate Governance” and “Section 16(a) Beneficial Ownership
Reporting Compliance.” '

ITEM 11—EXECUTIVE COMPENSATION

The information required by this Item 11 is incorporated herein by reference to the inforration appearing in
our definitive Proxy Statement for our Annual Meeting of Stockholders to be held on May 17, 2007 under the
headings “Executive Compensation” and “‘Director Co_rnbensation” and “Proposal No. 1—Election of Directors,”

ITEM 12—SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS ' '

The information required by this Item 12 is incorporated herein by reference to the information appearing in
our definitive Proxy Statement for our Annual Meeting of Stockholders to be held on May 17, 2007 under the
headings “Security Ownership of Cerfain Beneficial Owners and Management and Related Siockho]d_er Matters”
and “Securities Authorized For Issuance Under Equity Compensation Plans.” '

ITEM 13—CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
' INDEPENDENCE ‘

The information required by this Item 13 is incorporated herein by reference to our definitive Proxy
Statement for our Annual Meeting of ‘Stockholders to be held on May 17, 2007 under the heading “Certain
Relationships and Related Transactions” and “Corporate Governance.”

ITEM 14—PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item 14 is incorporated herein by reference ‘to our definitive Proxy
Statement for our Annual Meeting_of Stockholders to be held on May 17, 2007 under the heading ““Auditors.”
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PART IV

ITEM 15—EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a)

Financial Statements

The following documents are filed as part of this annual report:

The financial statements and report of the independent registered public accounting firm required by this
Item are included in Part II, Item 3.

s

(b} Exhibits

3A.

3B.

4A.
4B.

4C.

4D.

4E.

4F.

10A.

10B.

10C.

10D.

Amended By-Laws (incorporated by reference to the Company’s Annual Report on Form 10-K for the
fiscal year ended February 29, 1992, filed with the Commission, Flle No. 001-08439).

Restated Articles of Organization, as amended (incorporated by reference to the Company’s Current
Report on Form 8-K, filed with the Commission on October 23. 2004, File No. 001-08439).

Amended Specimen Share Certificate (incorporated by reference to Exhibit 4A to File No. 2 98609).

Rights Agreement dated December 17, 1999, between the Company and American Stock Transfer and
Trust Company (incorporated by reference to the Company’s registration statement on Form 8-12G,
filed with the Commission on December 20, 1999, File No. 28563).

Support Agreement, dated as of October 29, 2004, by and among the Company, 6292887 Canada Inc.
and Lolack ExchangeCo Canada Inc. (incorporated by reference to the Company’s Current Report on
Form 8-K, filed with the Commission on November 3,2004, File No. 001-08439).

Voting and Exchange Trust Agreement, dated as of October 29, 2004, by and among Lolack
Corporation, LoJack ExchangeCo Canada Inc. and Corﬁputershare Trust Company of Canada.
(incorporated by reference to the Company’'s Current Report on Form 8-K, filed with the Commission
on November 3, 2004, File No. 001-08439).

Combination Agreement, dated as of August 16, 2004, by and among LoJack Corporation, 4246624
Canada Inc. and Boomerang Tracking Inc. (incorporated by reference to the Company’s Current Report
on Form 8-K, filed with the Commission on October 13, 2004, File No. 001-08439).

Principal Shareholders Voting Agreement, dated as of August 16, 2004, by and among Lolack

" Corporation, 4246624 Canada Inc., Automobility Inc., André Boulay, Peter Lashchuk and Robert

Nelson (incorporated by reference to the Company’s Current Report on Form 8 K, filed with the
Commission on October 23, 2004 File No. 001-08439).

Loan Agreement, dated June 21, 2002, among Citizens Bank of Massachusetts and the Company,
LoJack International Corporation, LoJack of New Jersey Corporation, Recovery Systems, Inc., LoJack
Holdings Corporation, LoJack of Pennsylvania, Inc., LoJack Recovery Systems Business Trust, LoJack
Arizona, LLC, Vehicle Recovery Systems Company (incorporated by reference to the Company’s
Quarterly Report on Form 10-Q for the quarter ended June 30, 2002, filed with the Commission, File
No.001-08439).

- Loan Agreement, between the Company and its Argentine licensee {incorporated by reference to the

Company’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2002, filed with the
Commission, File No. 108439 (the ““September 2002 Form 10-Q™)).

Promissory Note, dated September 5, 2002, issued to the Company by its Argentine licensee
{incorporated by reference to the September 2002 Form 10-Q).

Pledge and Security Agreement, dated September 5, 2002, made by Carlos Roberto Mackinlay in favor

- of the Company (incorporated by reference to the September 2002 Form 10-Q).
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10E..
10F.

10G.

10H.++

10L++
10J.++

10K.

“10L.

10M.

10N.

100.

10P.

Pledge and Security Agreement, dated September 5, 2002, made by Roberto Bonanni Rey in favor
of the Company (incorporated by reference to the September 2002 Form 10-Q).

Guarantee Agreement, dated September 5, 2002, by Carlos Roberto Mackinlay. in favor of the
Company (incorporated by reference to the September 2002 Form 10-Q).

Amendment, effective November 30, 2002, to the September 5, 2002 Loan Agreement, entered into by
and among Car Security S.A., LoJack Recovery Systems Business Trust, the Company, Carlos
Mackinlay and Roberto Bonanni Rey (incorporated by reference to the Company’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2002 filed wnh the Commission, File No. 001-08439,
(the *2002 Form 10-K™)). :

Restated and Amended Stock Incentive Plan, as restated Fébruary 28, 2001, and as amended on
October 11, 2001 and December 23, 2002 (incorporated by reference to the 2002 Form 10-K).

"Form of Senior Management Option Agreement (incorporated by reference to the 2002 Form 10-K).

Form of Non-Employee Director Option Agreement (incorporated by reference to the 2002 Form
10-K).

Amendment No. 1 to Loan Agreement and Consent, dated as of January 8, 2003, by and among the
Company, LoJack International Corporation, Vehicle Recovery Systems Company, LoJack Global
LLC, Lolack Operating Company, L.P. and Citizens Bank of Massachusetts (incorporated by
reference to the 2002 Form 10-K).

Subscription Agreement, dated as of‘March 14, 2002, by and among LoJack de México, S. de R.L.
de C.V., Grupo Car Mart, S.A. de C.V. and José Antonio Ocejo Gutiérrez (incorporated by reference
to the 2002 Form 10-K).

Yo o . * .
Contrat D’Emission D’ Obligations Convertibles (Agreement to Issue Convemble Bonds), dated
March 10, 2003, between the Company and its French licensee, Traqueur (incorporated by réference
to the Company’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2003, filed with
the Commission, File No. 001-08439). .

(a) As executed
{b) English translation

Avenant Au Contrat [’Emission D’'Obligations Convertibles, (Amendment to Agreement to Issue
Convertible Bonds), dated March 25, 2003, between the Company and its French licensee, Traqueur
(incorporated by reference to the Company’s Quarterly Report on Form 10-Q for the quarter ended
June 30, 2003, filed with the Commission, File No. 001-08439 (the “June 2003 10-Q™)).

{a) As executed
(b) English translation

Protocle I’ investissement (Investment Agreement), dated July 28, 2003, between the Company and
its French licensee, Traqueur (incorporated by reference to the June 2003 10-Q).

(a) As executed
b Er;glxsh tralnsiatlon .

Letter agreements, dated July 28, 2003, to purchase 400 shares in Traqueur (incorporated by
reference to the June 2003 10-Q). . .

(a) 'A proposed transfer of shares and waiver of preemptive rights
(b) Letter regarding exercise of preemptive rights t_o'purchase by Lolack Corpdration

{c) Letter to waive preemptive rights by Tracker Network UK Limited
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10Q.

10R.

108S.

10T.

10U.++
10V.++

10W ++

10X.

10Y.

10Z.

10aa.

10bb.

Termes et conditions de [’avance en compte courant au profit de la societe, (Advance Agreement),
dated October 31, 2003, between the Company and its French licensee, Traquéur (incorporated by
reference to the Company’'s Quarterly Report on Form 10-Q for the quarter ended September 30,
2003, fited with the Commission, File No. 001-08439).

(a) As executed
(b) English translation

Agreement for the Design & Supply of VLUS5 Products, dated December 29, 2003, between the
Company and Plextek Limited, (portions of this exhibit have been omitted pursuant to a request for
confidential treatment) (incorporated by reference to the Company’s Annual Report on Form 10-K
for the fiscal year ended December 31, 2003, filed with the Commission, File No. 001-08439 (the
“2003 Form 10-K™)).

Amendment to the Shareholder Loan to the Benefit of Traqueur SA, dated December 15, 2003,
between the Company and its French licensee, Traqueur.

(a) As executed

{b) English translation (incorporated by reference to the 2003 Form 10-K),
Shareholders Agreement, dated December 15, 2003, by and among Traqueur Shareholders

{a) As executed

{b) English translation (incorporated by reference to Company’s Annual Report on Form 10-K
for the fiscal year ended December 31, 2004, filed with the Commission, File No. 001-08439 (the
#2004 Form 10K™)).

Lolack Corporation 2003 Stock Incentive Plan {(incorporated by reference to the 2003 Form 10-K).

Form of LoJack Corporation 2003 Stock Incentive Plan Stock Option Agreement {(incorporated by
reference to the 2003 Form 10-K).

Form of LoJack Corporation Restricted Stock Agreement for Officers (incorporated by reference to
the 2003 Form 10-K).

Multicurrency Credit Agreement, dated as of October 29, 2004, among LoJack Corporation, LoJack
ExchangeCo Canada Inc., the Guarantors from time to time parties hereto, the Lenders from time to
time party hereto and Harris Trust and Savings Bank, as Administrative Agent, and Bank of
Montreal, as Canadian Co-Agent. (incorporated by reference to the Company’s Current Report on
Form 8-K, filed with the Commission on November 3, 2004, File No. 001-08439).

Fourth Amendment to Loan Agreement, dated June 8, 2004 among Citizens Bank of Massachusetts
and the Company, LoJack International Corporation, Lolack Global LLC, LolJack Operating
Company, L.P. and Vehicle Recovery Systems Company {(incorporated by reference to the
Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2004, filed with the
Commission, File No. 001-08439),

Fifth Amendment to Loan Agreement, dated as of October 29, 2004, by and among Citizens Bank of
Massachusetts and LoJack Corporation, LoJack International Corporation, LoJack Global LLC,
LoJack Operating Company, L.P. and Vehicle Recovery Systems Company. (incorporated by
reference to the Company’s Current Report on Form 8-K, filed with the Commission on November 3,
2004, File No. 001-08439).

LoJack Nonqualified Deferred Compensation Plan (incorporated by reference to the Company’s
Current Report on Form 8-K, filed with the Commission on December 21, 2004, File No. 001-08439).

Boomerang Tracking Inc. Contract with Bell Canada and Bell Mobility Inc relating 1o the provision

of cell phone services in Canada for resale (the “Bell Moblllty Contract”) (incorporated by reference L

to the 2004 Form 10-K).
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10cc.

10dd.

10ee

104T.

10gg.

10hh.

10ii.

10jj.

10kk.++

101L.++

10mm.

10nn++

1000.

Boomerang Tracking Inc. Amendment to the Bell Mobility Contract. (incorporated by reference to
the 2004 Form 10-K).

Boomerang Tracking Inc. Contract with The Createch Group for services relating 1o upgrading
enterprise software. (incorporated by reference to the 2004 Form 10-K).

Sixth Amendment to Loan Agreement, dated as of April 27, 2005, by and among Citizens Bank of
Massachusetts and LoJack Corporation, LoJack International Corporation, Lolack Global LLC,
LoJack Operating Company,- L.P. and Vehicle Recovery Systems Company. (incorporated by
reference to the Company’s Quarterly Report on Form 10-Q, for the quarter ended March 31, 2005,
filed with the Commission on May 10, 2005, File No 001-08439, (the *“March 2005 Form 10-Q").

Fitst Amendment to- Multicurrency Credit Agreemem among LoJack Corporatlon LoJack
ExchangeCo Canada Inc., the Guarantors from time to time parties thereto, the Lenders from time to
time party thereto and Harris Trust and Savings Bank, as Administrative Agent, and Bank of
Montreal, as Canadian Co-Agent. (incorporated by reference to the Company’s Quarterly Report on
Form 10-Q, filed with Commission on May 10, 2005, File No. 001-08439).

Second Amendment to Multicurrency Credit Agreement among Lolack Corporation, LoJack
ExchangeCo Canada Inc., the Guarantors from time to time parties hereto, the Lenders from time to
time party hereto and Harris Trust and Savings Bank, as Administrative Agent, and Bank of
Montreal, as Canadian Co-Agent. {incorporated by reference to the March 2005 Form 10-Q).

Royal Business OperatingLine Agreemcnt, by and among Boomerang Tracking, Inc. and Royal
Bank of Canada, dated May 20, 2005 (incorporated by reference to the Company’s Quarterly Report
on Form 10-Q, filed with Cominission on August 9, 2003, File No. 001-08439).

Third Amendment to Multicurrency Credit Agreement, dated as of September 23, 2005, among
LoJack Corporation, LoJack ExchangeCo Canada Inc., the Guarantors from time to time parties
thereto, the Lenders from time to time party thereto and Harris Trust and Savings Bank, as
Administrative Agent, and Bank of Montreal, as Canadian Co-Agent. (incorporated by reference
to the Company’s Quarterly Report on Form 10-Q, filed with Commission on November 9, 2005,
File No. 001-08439),

Seventh Amendment to Loan Agreement, dated as of June 30, 2005, by and among Citizens Bank of
Massachusetts and LoJack Corporation, LoJack International Corporation, LoJack Global LLC,
Lolack Operating Company, L.P. and Vehicle Recovery Systems Company. (incorporated by
reference to the Company’s Quarterly Report on Form 10-Q, filed wnth Commission on November 9,
2003, File No. 001-08439).

Forms of Single and Double Trigger Change of Control Agreements. (incorporated by reference
to the Company’s Current Report on Form 8-K, filed with the Commission on January 27, 2006,
File No. 001-08439).

Summary of Lolack Corporation Director Compensation. (incorporated by reference to the Company’s
Current Report on Form 8-K, filed with the Commission on May 25, 2006, File No. 001-08439),

Preferred Stock Purchase Agreement by and between SCIN, Inc. and Lolack Corporation dated
October 12, 2006. (incorporated by reference to the Company’s Quarterly Report on Form 10-Q,
filed with Commission on November 9, 2006, File No. 001-08439).

Retirement and Noncompetition Agreement by and between Joseph F. Abely and Lolack
Corporation, dated November 17, 2006 (incorporated by reference to the Company’s Current Report
on Form 8-K, filed with Commission on November 21, 2006, File No, 001-08439),

Fourth Amendment to Multicurrency Credit Agreement, dated as of February 20, 2007, among LoJack
Corporation, LoJack ExchangeCo Canada Inc., the Guarantors from lime to time parties thereto, the
Lenders from time to time party thereto and Harris Trust and Savings Bank, as Administrative Agent,
and Bank of Montreal, as Canadian Co-Agent. (incorporated by reference to the Company’s Current
Report on Form 8-K, filed with the Commission on February 22, 2007, File No. 001-08439).
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23
311+
312>
31.3>
2.+

Subsidiaries of the Registrant.

Consent of Deloitte & Touche LLP.

Rule 13a-14(a)/15(d)-14(a) Certification.

Rule 13a-14(a)/15(d)~14(a) Certification.

Rule 13a-14(a)/15(d)-14(a) Certification.

Centification Pursuant to 18 U.S.C Section 1350, (furnished)

*  Indicates an exhibit which is filed herewith.

++ Indicates an exhibit which constitutes a management contract or compensatory plan or arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, in the Town
of Westwood, Commonwealth of Massachusetts, on the 12 day of March 2007.

LLOJACK CORPORATION
(Registrant)

By: /s/ RICHARD T. RILEY

Richard T. Riley
Chairman and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacity and on the dates indicated.

Signature ’ | m m
fs/ RICHARD T. RILEY Chairman and Chief Executive March 12, 2007
Richard T. Riley Officer
/s/ RONALD V. WATERS IlI President, Chief Operating Ofﬁcér March 12, 2007
Ronald V. Waters Il and Director
/si  MICHAEL UMANA Senior Vice President and Chief March 12, 2007
Michael Umana Financial Officer (principal

financial officer)

- /s/ RORY J. COwAN Director | e March 12, 2007
Rory J. Cowan '
/s/  JOHN H. MACKINNON Director March 12, 2007
John H. MacKinnon o 4
/s/  ROBERT J. MURRAY Director - " . March 12, 2007

Robert J. Murray

/s/ ROBERT L. REWEY Director March 12, 2007
Robert L. Rewey

/s/{ HARVEY ROSENTHAL Director March 12, 2007
Harvey Rosenthal
/s/  MARIA RENNA SHARPE Director March 12, 2007
Maria Renna Sharpe
/s/ _BRIAN D. BOYCE Corporate Controlier and Chief March 12, 2007
Brian D. Boyce Accounting Officer (principal

accounting officer)
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| Subsidiaries of the Registrant

Lc;J ack Equipment Ireland Limited, an Ireland Company

LoJack de Mexico, S. de R.L. de CV, a Mexican Limited Liability Company
LoJack do Brasil LTDA, a Brazilian Limitada

LoJack International Corploration, a Delaware Corporation

LoJack Italia SRL, an Italian Company |

LoJack Network SRL, an Italian Company :

LoJack Global LLC, a Delaware Limit_c;l Liability Company

LoJack Operating Company, L.P., a Delawa.re Limited Partnership -
Boomerang Tracking Inc., a Canadian Corporatic.m

LoJack Exchangeco Canada }nc., a Canadian Corporation

An Jie China Holdings Limited, a Cyprian Company

LJPR, Inc, a Puerto Rico Corp'oraq_oﬁ

6292887 Canada Inc., a Canadian Corporafion

Vehicle Recovery Systems Co., a Nova Scotia Corporation’

LoJack Uruguay S.A., a Uruguay Company

LoJack International Benelux, SPRL, a Belgian Compaﬁy

LoJack European Network B.V., a Dutch private limited company
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Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

* We consent to the incorporation by reference in Registration Statement Nos, 33-86614, 33-55904,
333-43670, 333-86840, 333-111293 and 333-117924, each on Form S-8 and Registration No. 333-119721 on
Form S-3 of our reports dated March 12, 2007, relating to the consolidated financial statements of LoJack
Corporation and subsidiaries (which report expresses an unqualified opinion and includes an explanatory
paragraph relating to the Company’s adoption of Statement of Financial Accounting Standards No. 123(R)
Share-Based Payment, effective January 1, 2006} and management’s report of the effectiveness of internal
control over financial reperting, appearing in this Annual Report on Form 10-K of LoJack Corporation for the
year ended December 31, 2006, * '

/s/ DELOITTE & TOUCHE LLP

Boston, Massachusetts
March 12, 2007
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Exhibit 31.1

Rule 13a - 14(a)/15d — 14(a) Certification

I, Richard T. Riley, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of LoJack ‘Corporation;'

Based on my knowledge, this report does not contain any.untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report; '

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a:15(f) and 15d-15(f}) for ihe registrant and
have:-

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or -caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal controt over financial reporting; and

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s the board of directors (or persons performing the equivalent functions):

(a) Al significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 12, 2007

By:

/s/ RicHARD T. RILEY

Richard T. Riley
Principal Executive CfTicer
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Exhibit 31.2

Rule 13a - 14(a)/15d - 14(a) Certification

I, Michael Umana, certify that:

L.

2.0

I have reviewed this annual report on Form 10-K of Lolack Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statemerits were made, not misleading with respect to the peried covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented insthis report; ;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure

_controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control

over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d- IS(f)) for the reglstrant and
have:

(a) " Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to

be -designed under. our supervision, t0 ensure that material information relating to the registrant,

» - including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared; ’

(b} Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
« report our conclusions about the.effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reperting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial. reporting, to' the registrant’s auditors and the audit committee of the
registrant’ s the board of directors (or persons performing the equivalent functions): -

(2) All significant deficiencies and material weaknesses in the design or operation of internal.control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

- (b) Any fraud, whether or not material, that involves management or other employees who have a

significant role in the registrant’s internal control-over financial reporting.

Date: March 12, 2007

By:

. Isf MiICHAEL UMANA

Michael Umana
Principal Financial Officer
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Exhibit 31.3

Rule 13a - 14(a)/15d - 14(a) Certification

I, Brian D. Boyce, certify that:

1.
2,

I have reviewed this annual report on Form 10-K of LoJack Corporation; ,

Based on my knowledge, this report does not contain any untrue statement of a material fact or cmit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and 1 are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have: '

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation;

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on-our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit commitiee of the
registrant’s the board of directors (or persons performing the equivalent functions):

(2) Al significant deficiencies and material weaknesses in the design or operation of internal control over
- financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and - :

(b} Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 12, 2007 '

By:

/s/ BRIAN D. BOYCE

Brian D. Boyce
Principal Accounting Officer
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Exhibit 32

CERTIFICATION PURSUANT TO
\ 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
| SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the filing of the Annual Report on Form 10-K for the year ended December 31, 2006 (the
“Report’™) by LoJack Corporation (the “Company”), Richard T. Riley, as the Chief Executive Officer, Michael
Umana, as the Chief Financial Officer, of the Company and Brian D. Boyce, as the Corporate Controller and
Chief Accounting Officer, each hereby certify pursuant to 18 U.S.C. Section 1350, as adopted pursuani to
Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge:

1. the Report fully complies with the requirements of Section 13(a) or Section 15(d} of the Securities
Exchange Act of 1934; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

Date: March 12, 2007

/s/  RICHARD T. RILEY

Richard T. Riley
Chairman and Chief Executive Officer

ISt MIcHAEL UMANA

Michael Umana
Chief Financial Officer

Is/ BriaN D. BoycE '

Brian ). Boyce
Corporate Controller and Chief Accounting Officer
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Executive Officers

Richard T. Riley
Chairman & Chief Executive Officer

Ronald V. Waters
President & Chief Operating Officer

William R. Duvall
Executive Vice President & Chief Technology Officer

Thomas A. Wooters
Executive Vice President & General Counsel

Michael Umana ‘
Senior Vice President & Chief Financial Officer

Thomas M. Camp
Senior Vice President & General Manager
(international)

Kevin M. Mullins
Senior Vice President & General Manager
(Domestic)

Board of Directors

Richard T. Riley
Chairman of the Board of Directors

Ronald V. Waters
Director, President & Chief Operating Officer

Robert J. Murray
Retired, formerly Chairman of the Board of Directors
New England Business Service, Inc.

Harvey Rosenthal
Retired, formerly President & Chief Operating Officer
Melvilte Corporation

John H. MacKinnon
Retired, formerly Partner
PricewaterhouseCoopers, LLP

Robert L. Rewey

Retired, formerly Group Vice President of North American
Operations & Clobal Consumer Service '

Ford Motor Company

Maria Renna Sharpe [
Senior Vice President, Human Resources & Secretary
UST, Inc.

Rory J. Cowan
Chairman of the Board & Chief Executive Officer
Lionbridge Technologies

Registrar and Transfer Agent

American Stock Transfer & Trust Company
New York, New York

Securities Listing
NASDAQ: Global Select Market LOJN

Annual Meeting

10:00 a.m., May 17, 2007
Sullivan & Worcester LLP
One Post Office Square
Boston, MA 02109

Corporate Counsel

Sullivan & Worcester LLP
Boston, Massachusetts

Independent Auditors

Deloitte & Touche LLP
Boston, Massachusetts

Investor Relations

Swanson Communications
Sea Cliff, New York
516.671.8582

Exhibits to Form 10-K Availability

Exhibits marked as “Included in the Company's
Form 10-K” are available without charge upon
written request to:

Investor Relations

Lojack Corporation

Westwood Executive Center

200 Lowder Brook Drive, Suite 1000
Westwood, MA 02090

781.251.4700

or through our web site: www.lojack.com
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